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MERCHANT MARINE LEGISLATION 


MONDAY, MAY 18, 1959 


SUBCOMMITTEE ON MERCHANT MARINE 
OF THE COMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee met at 10 a.m., Hon. Herbert Zelenko (acting 
chairman) presiding. 

Mr. ZeELENKO. The subcommittee will please come to order. 

We have scheduled for hearing today two bills. The first to be 
heard is H.R. 4002, by Mr. Blatnik of Minnesota, to authorize the 
use of Great Lakes vessels on the ocean. 


(The bill referred to follows :) 


[H.R. 4002, 86th Cong., 1st sess. ] 
A BILL To authorize the use of Great Lakes vessels on the oceans 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That, notwithstanding the provisions of the 
Merchant Ship Sales Act of 1946, as amended (60 Stat. 41, 50 U.S.C. 1735, as 
amended by Public Law 856, Highty-first Congress), and contracts executed 
thereunder, vessels purchased from the United States for exclusive use on the 
Great Lakes, including the Saint Lawrence River and Gulf, and their connecting 
vaterways, may be operated in any trades and in any manner permitted to 
other vessels documented under the laws of the United States. 


Mr. ZELENKO. Similar bills have been introduced by other Members 
of the House from the Great Lakes region. 

The second bill to be heard is H.R. 6815, to amend title 46, United 
States Code, section 601, to clarify the type of arrestment prohibited 
with respect to wages of U.S. seamen. 

The Chair understands this bill to be somewhat urgent as a step 
necessary to remove doubts concerning the power of States to require 
withholding of income taxes from seamen’s wages. 

Congressman Blatnik, our distinguished colleague, is supposed to 
be the first witness, but with his consent we will call on Admiral Ford, 
the Deputy Maritime Administrator. 


STATEMENT OF ADM. WALTER C. FORD, DEPUTY MARITIME 
ADMINISTRATOR, DEPARTMENT OF COMMERCE 


Admiral Forp. Gentlemen, the bill, H.R. 4002, and other like bills 
before your committee, H.R. 4011, H.R. 4249, H.R. 4353, H.R. 4528, 
H.R. 5024, and H.R. 5311, would, notwithstanding the provisions of 
the Merchant Ship Sales Act of 1946, as amended, and Public Law 
856, 81st Congress, enacted September 28, 1950 (64 Stat. 1078), and 
contracts executed thereunder, authorize vessels purchased from the 
United States for executive use on the Great Lakes to be operated in 


1 











2 MERCHANT MARINE LEGISLATION 


any trades and in many manner permitted to other vessels doc. 
mented under the laws of the United States. 

Ron Department of Commerce does not object to favorable consid. 

ration of the bill subject to the observations hereinafter made, 

"Bete enactment of Public Law 856, 81st Congress, the Merchant 
Ship Sales Act of 1946 authorized the reconversion or restoration by 
the Maritime Commission of vessels sold under that act for “normal 
operation in commercial services.” The act further authorized the 
making of such replac ements, alterations, or modifications, and the ip. 
stallation of such special features with respect to any such vessel as 
might be necessary or advisable to make such vessel suitable for com- 
mercial operation on trade routes or services or comparable as to com- 
mercial utility to other such vessels of the same general type. 

Public Law 856, 81st Congress, amended the Ship Sales Act of 1946 
to authorize the Secretary of Commerce to convert for operation on 
the Great Lakes, including the St. Lawrence River and Gulf, and 
their connecting waterways, any vessel authorized to be sold or char- 
tered under the Ship Sales Act. It authorized until December 31, 
1950, the making of contracts for sale of vessels for exclusive use on 
the Great. Lakes, with allowances to purchasers on not more than 10 
vessels sold for such exclusive use. Such allowances could cover the 

value and cost of removal of equipment not required for Great Lakes 
operation of the vessel, and the cost of converting and equipping the 
vessels for Great Lakes use, but in no case were the allowances on a 
vessel to exceed 90 percent of the unadjusted statutory sales price 
thereof under the 1946 act. Public Law 856 also amended title XI 
of the Merchant Marine Act, 1936, specifically to authorize ship mort- 
gage insurance to cover mortgage obligations for conversion of ves- 
sels sold under the 1946 act for Great Lakes use. 

Six C-4 type vessels were sold under the 1946 act with allowances 
pursuant to the amendments made by Public Law 856, 81st Congress. 
The contracts of sale included a provision limiting the use of the ves- 
sels to exclusive use on the Great Lakes, including the St. Lawrence 
River and Gulf, and their connecting waterways. 

The six vessels sold, the purchasers, the floor prices, the allowances, 
and the net sales prices are as follows: 


NICHOLSON-UNIVERSAL STEAMSHIP CO, 


Old name New Name Type Floor price | Allowances ! Net sales 
price 
ie es | ergs | 
Mount Mansfield - - | Charles M. White |\C4-S-A4 $1, 547,388 | $1, 374, 748 $172, 500 
Scott E. Land 7‘ _.| Thomas F. Patton C4-S--A4 | 1, 547, 338 1, 413, 405 133, 933 
Louis McHenry Howe---.| Tom M. Girdler_-. C4-S-A4 1, 547, 338 1, 362, 167 185, 171 


WISCONSIN & MICHIGAN STEAMSHIP CO. 


Marine Star...............| Aquarama C4-S-B5 | $1, 547, 338 $1, 485, 000 $62, 338 

Marine Angel_-_--_--..-.-- McKee Ssns-. C4-S-B2 1, 547, 338 1, 460, 000 87, 338 

Marine Robin..-.-..--.--- | Joseph H. Thompson. |C4-S-B2 , 547, 338 | 1, 460, 000 87, 338 
1 Not to exceed 90 percent of the unadjusted statutory sales price of $1,650,000. 


The three ships sold to the Nicholson-Universal Steamship Co. were 
converted to bulk carriers at the request of the Maritime Administra- 
tion, Department of Commerce, in the interest of meeting defense 
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MERCHANT MARINE LEGISLATION 3 


needs for bulk carriers on the Great Lakes during the Korean emer- 
oency, declared December 16, 1950. These three ships, renamed the 
Charles M. White, Thomas F., Patton, and Tom M. Girdler, are now 
owned by the Republic Steel Corp. or a division or affiliate thereof. 

Of the three vessels sold to the Wisconsin and Michigan Co., two 
were also converted to bulk carriers, and one, renamed McKee Sons, is 
now owned by the Amersand Steamship Corp., and one, renamed 
Joseph H. Thompson, is now owned by the Hansand Steamship Corp. 
The sixth ship, renamed the A guarama, was converted into a passenger 
ship, with accommodations for carrying cars of the passengers, and 
is now owned by the Sand Products Corp. Sums in excess of the con- 
version allowance were expended in the actual conversion of each of 
these six ships. 

There are no direct debts or liabilities to the Maritime Administra- 
tion, Department of Commerce, in respect of any of the six ships, but 
the Maritime Administration has insured a mortgage on the A quarama 
under title XI of the Merchant Marine Act, 1936, to finance the cost 
of reconstruction. The insured mortgage dated June 5, 1956, was in 
the amount of $2,500,000, payable in annual installments, with final 
payment in full due November 1, 1960. The total costs of acquiring, 
converting, and equipping the vessel for operation were not less than 
$4,400,000. The insurance agreement was made in 1956 under title 
XI, which then provided for insurance of 90 percent of the principal 
of the mortgage. Resources of the owner other than the operating 
revenue from the Aquarama, itself, including other revenues of the 
owner and its subsidiaries, are committed to payment of the mortgage. 
There has been no default in payments under the mortgage. The 
unpaid balance as of March 31, 1959, was $1,440,000, of which the 
liability of the Government is limited to 90 percent. 

The Maritime Administration, Department of Commerce, has been 
informally advised on behalf of the present owners of the Aquarama 
that the vessel which is operated only during the tourist travel season 
(some 80 days each year) has been operating at a loss, and that, in view 
of the imminent opening of the St. Lawrence Seaway, the owners 
desire to take the vessel out of the Great Lakes during the rest of the 
year which would otherwise be a layup period, and find employment 
in an operation suited for the special character of the vessel, which is 
equipped only for short-run operation (not to exceed 16 hours) for 
the carriage of passengers and their cars. It does not appear that the 
vessel, if released to ocean service, would furnish any substantial 
competition to American-flag ships. 

The release from the Great Lakes use restriction on any of these 
six ships would not, of course, qualify the vessel for use in subsidized 
operation or any other operation under the U.S. flag, except in accord- 
ance with the laws applicable generally to vessels in like use and 
employment. 

It appears that the five bulk-type vessels could not be used in ocean- 
going service except with extensive and expensive reconstruction or 
reconversion for ocean operation necessary to qualify them under the 
laws and regulations applicable to U.S.-flag vessels and to enable them 
to procure insurance. 

If testimony at a hearing on these bills confirms the circumstances 
relating to these vessels and the possibilities involved with respect to 
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ocean use of these vessels, the Department believes that the matter of 
release from the trading restrictions of Public Law 856 is peculiarly 
one for equitable consideration by the Congress. 

The vessels that were to be sold under the Ship Sales Act of 194 
were war-built vessels designed and built as oceangoing vessels. Those 
vessels which had been modified for a particular war use were eligble 
under the Ship Sales Act, for restoration or reconversion as ocean. 
going vessels of the same type as their original design. The veggelg 
to be sold under the Ship Sales Act had not been designed to use op 
the Great Lakes and, hence, were not eligible for conversion for such 
use. It was to clarify this situation that Congress passed Public Lay 
856, 8lst. Congress. 

The Merchant Ship Sales Act of 1946 not only did not place any 
trading restrictions on vessels which were reconverted for ocean use, 
but the act specifically prohibited the Maritime Commission from 
placing any requirements in the contracts of sale which would restriet 
the lawful operations of the vessels. It is difficult to see any practical 
necessity in the enactment of Public Law 856 for restricting the oper- 
ation of vessels which were converted for Great Lakes use. There 
was at that time no immediate prospect that the St. Lawrence Seaway 
would be built. The trading restriction could have had no practical 
effect, inasmuch as once a vessel was moved into the Great Lakes there 
was no way of using it except on the Great Lakes until the construction 
of the St. Lawrence Seaway would be authorized and completed, 
Even after the completion of the seaway, as a matter of reasonable 
practical possibility, except for the Aqguarama, there does not seem 
to be any likelihood of any of these ships being transferred to use on 
the oceans. 

If these hearings confirm our understanding of the facts and cir- 
cumstances in respect of the vessels involved in the bill, we have 
no objection, to favorable consideration of the bill. 

The Bureau of the Budget has advised that there would be no 
objection to the submisison of this statement to your committee. 

Mr. ZetENKO. Does that complete your statement, Admiral Ford?! 

Admiral Forp. Yes. 

Mr. Zetenxo. Mr. Ashley. I would like to just understand that 
statutory circumstances that surrounds this legislation. As I get it, 
there was first passed by the Congress a bill to permit the conversion 
of certain war utilized vessels for peacetime service on the ocean; is 
that right—ocean use ? 

Admiral Forp. Yes. 

Mr. Asuury. Then is it the situation that additional legislation was 
needed for ships to be reconverted to Great Lakes use? 

Admiral Forp. That is correct, sir. 

Mr. Asutry. At the time that these measures were enacted by the 
Congress and became law, as a practical matter it would have been 
impossible, would it not, for these converted ships to get itno the 
Great Lakes, or the reconverted Great Lakes vessels to get out into the 
ocean ¢ 

Admiral Forp. That is correct. 

Mr. Asutry. With the St. Lawrence Seaway opening, of course, 
the situation changes materially, does it not ? 
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Admiral Forp. It changes, except as a practical matter the ships 
that are converted for Great Lakes use are converted to a different 
standard—all but one of these vessels. To be used in the ocean trade, 
they would have to comply with additional safety requirements. They 
require a certain amount of strapping and conversion to make them 
suitable for ocean use. 

Mr. Asutrey. I am addressing myself at this point, Admiral, to 
this—less there be any opposition that this legislation before us tod: ay 
in any sense is unfair in that it would allow a vessel which previously 
restricted to Great Lakes use to now ply the ocean during a part of the 
season, during the winter months, in order to help amortize its costs 
and liabilities, I would like to stress the following: With the opening 
of the St. Lawrence Seaway it will be possible for ships converted to 
ocean use to come into the St. Lawrence Seaway and ply the Great 
Lakes trade, ships that under one of the earlier acts that we have been 
talking about in real terms were excluded from the Great Lakes. Do 
you follow my thinking $ 
’ Admiral Forp. They were excluded by virtue of the fact that they 
could not get into the lakes. 

Mr. AsHiry. Thatisfine. Iam glad you said that. 

The Aguarama and other vessels were exe ‘luded, not only by virtue 
of the fact that they could not get out of the Great Lakes, but there 
was a statutory interpretation which indicates they were so excluded. 
In other words, the Great Lakes vessels were not simply excluded by 
the fact that they could not get out, but they were also excluded by 
the statutory interpretation; is that not correc t? 

Admiral Forp. The law, yes. 

Mr. Asutey. And we are trying to change that law? 

What I am trying to bring out clear ly is the fact that oceangoing 
vessels will not be able to make use of the St. Lawrence Se away to 
carry on a Great Lakes trade, not only vessels purchased by America 
but American wartime vessels which were sold foreign will now be 
able to use those same ships for the Great. Lakes trade; is that not 
correct ¢ 

Admiral Forp. Yes. 

Mr. Asutey. I caw the record should show that our conclusion, 
hopefully, is that if we are to have a situation which is fair and equi- 
table we will have to carry out and enact the bill before us in order 
to allow the vessels reconverted for Great Lakes use to in turn utilize 
the St. Lawrence Seaway to get to the ocean to ply a coastal trade for 
at least a part of the year. Would you agree with that, sir? 

Admiral Forp. Yes. 

Mr. Zetenxo. Mr. Ray. 

Mr. Ray. I have no questions. 

Mr. ZELENKO. Mr. Dingell. 

Mr, Dincet. I have no questions. 

Mr. Zetenko. Mr. Mailliard. 

Mr. Marti1arp. I have no questions. 

Mr. Zetenko. Mr. Casey. 

Mr. Casry. I have no questions. 

Mr. ZeLenKo. Mr. Pelly. 

Mr. Petry. I have no questions. 

Mr. ZetenKo. Counsel has some questions. 
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Mr. Drewry. Admiral Ford, you say, “Even after the completion 
of the seaway, as a matter of reasonable practical possibility, exce t 
for the Aqguarama, there does not seem to be any likelihood of any 
other of these ships being transferred to use on the ocean.” ; 

What do you mean by “as a matter of reasonable practical Possi- 
bility”? i 

Admiral Forp. As I mentioned in reply to Mr. Ashley, these ships 
were built to Great Lakes standards. They do not have to pass the 
same safety requirements, or strength requirements that are required 
of oceangoing vessels. I am speaking particularly of the ore carriers 

Mr. Drewry. Do you mean that they would not be certificated, op 
classified for ocean use? They do not meet ocean standards? — 

Admiral Forp. They do not in their present state. 

Mr. Drewry. What would have to be done to them ? 

Admiral Forp. Their hulls would have to be strengthened. They 
would have to put on more lifeboats and more lifesaving equipment, 
I think the figure that I have heard used is that they are built to about 
70 percent of the oceangoing standards, and it would probably cost 
them up to $1 million to bring them up to standard. 

Mr. Drewry. Whether they are, or are not, able to meet ocean 
standards, how many ore carriers are there under the U.S. flag? 

Admiral Forp. I am guessing, but I think it is eight at the last 
counting. 

Mr. Drewry. And a considerable portion of our ore requirements 
must be transported by vessels ? 

Admiral Forp. I am not speaking of Great Lakes ore carriers. 

Mr. Drewry. I am speaking of outside the Great Lakes. We have 
eight, and that is considerably short of the total number required to 
move our national requirements of ore, is that not so? 

Admiral Forp. That is correct. 

Mr. Asuiey. Yousay under the American flag there are eight Great 
Lakes vessels ? 

Admiral Forp. No. Ore carriers, oceangoing ore carriers, under 
the U.S. flag. 

Mr. Asutey. Thank you very much. I thought that you meant 
Great Lakes ore carriers, and I can think of eight tied up in Toledo. 

Admiral Forp. I said that that was exclusive of the Great Lakes 
fleet. 

Mr. Drewry. Admiral Ford, as to this Aquarama, does that meet 
ocean standards at the present time ? 

Admiral Forp. I understand it does, yes. 

Mr. Drewry. And it is equipped asa day cruiser. It has no sleeping 
accommodations ¢ 

Admiral Forp. I believe that is correct. 

Mr. Drewry. Where would it be used? Do you have any informa- 
tion on that ? 

Admiral Forp. I am not sure just where they plan to use it. 

Mr. Drewry. You say that it would not seem to furnish any com- 
petition, any serious competition. What steps have you taken to de- 
termine what competition it would provide? How are we fixed for 
passenger ships? 

Admiral Forp. We are not very well fixed for passenger ships, and 
practeally all of our passenger ships are in the offshore trade, and this 
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ship would, of necessity, have to be used in these short runs to Ber- 
muda, or from Florida to the Indies, or a similar service. 

Mr. Drewry. And she is losing money on her annual 80-day 
operation 2 ae : 

Admiral Forp.That is my understanding. 

Mr. Drewry. And Maritime is holding a fairly husky mortgage? 

Admiral Forp. Title II insurance. 

Mr. Drewry. So that it would be to Maritime’s financial interest if 
they stopped losing money ? 

Admiral Forp. It would be to our interest for them to pay off their 
mortgage. ie 

Mr. Drewry. Would the vessel be a utility in time of war or emer- 
gency 

Admiral Forp. It would be; yes; for special use. 

Mr. Drewry. So it would be of advantage to the United States that 
it continues in operation, if it can do so? 

Admiral Forp. I think so. 

Mr. Drewry. That is all. 

Mr. ZeteNKO. Thank you very much. 

Our next witness will be our distinguished colleague, Congressman 
Blatnik, who is the author of H.R. 402. We are pleased to have you 
with us. 


STATEMENT OF HON. JOHN A. BLATNIK, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MINNESOTA 


Mr. Buarnix. Thank you, Mr. Chairman and members of the com- 
mittee. I appreciate the privilege of appearing before this com- 
mittee. It has been some years since I have had the pleasure. 

I express my appreciation also for scheduling us this week, know- 
ing what a heavy schedule of hearings yours has been and will con- 
tinue to be certainly for the rest of this week, and from then on. 

Mr. Chairman, I have a prepared statement with all of the details 
that have been very clearly covered by Admiral Ford as to the legal 
requirements and the specifics of what the situation is, and the limita- 
tions on one of these six ships. 

I would like to have permission of the Chair and of the committee 
to insert my complete statement in the record at this point and then be 
permitted to make a brief oral presentation primarily to be ready to 
answer whatever questions the committee members may have. 

Mr. ZeLenko. Without objection it will be inserted in the record 
at this point. 

(The statement referred to follows :) 


STATEMENT BY JOHN A. BLATNIK, MEMBER OF CONGRESS 


Gentlemen, as a Congressman from a Great Lakes district whose economy is 
closely related to water movements on the lakes, I have long been interested in 
our shipping problems. As you know, I have been active in sponsoring the 
development of the St. Lawrence Seaway project. One of the purposes of that 
project was to permit ocean shipping to so service the lakes. To the extent 
that they were physically capable of doing so, we also sought to make it possible 
for Great Lakes ships to reach and use the oceans. 

Through an unforeseen circumstance contained in legislation which I along 
with other Members of Congress from the lakes districts sponsored almost 10 
years ago, one American vessel physically capable of employment on the ocean 
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as well as on the lakes is restricted by law from such employment. The purpose 
of the bills which our colleagues, Mr. Ashley, Mr. Cederberg, Mr. Griffin, Mr 
Rabaut, and Mr. Van Pelt, and I have introduced and which are now before this 
committee is to remove this restriction on the vessel involved. The result of this 
legislation will be solely to permit this American Great Lakes vessel the priyj. 
leges of being utilized on the oceans in the same manner as other American anq 
foreign ocean ships can now utilize the Great Lakes. 

Prior to World War II, we had a substantial movement of passengers anq 
freight on the Great Lakes. When the war came, most of our shipping was taken 
by the Government. At the end of the war, most of such shipping was not 
available to be returned to the lakes. Moreover, all of the ships which the 
Government had built during the war had been designed for ocean use. 

One of the companies active in Great Lakes shipping, Sand Products Corp, 
applied to the Maritime Commission to purchase three of these warbuilt vessels 
from the Maritime Commission to convert them for Great Lakes use. After 
protracted dealings with the Commission, they were informed that because of 
a technicality in the Merchant Ship Sales Act of 1946, they could not obtain 
the same allowances for Great Lakes use as were available to ocean operators 
for ocean use. The basis of the discrimination was the verbiage of section 12 of 
the Ship Sales Act, which we felt sure had not been intended by the Congress, that 
allowances could only be given to reconvert and restore the vessels for operation 
in commercial services. The Maritime Commission interpreted this to mean 
that they could give the allowances only to reconvert to the standard-type vessel] 
which had been built by the Government for ocean use. The Commission took 
the position that they could not give the identical allowances to Great Lakes 
owners; the Commission’s position was that to fit these vessels for use in the 
lakes trades would be to “convert” them rather than to “reconvert” them. For 
the sole purpose of putting Great Lakes ship operators on the same basis as 
ocean operators, a great many of our Members from the Lake States sponsored 
with me the legislation which the Congress enacted as an amendment to section 
12 of the Ship Sales Act so as to permit usable allowances to American Great 
Lakes owners in the same way as they were available to American ocean ship- 
owners. 

In order best to explain the purpose of the bill to the Congress, and to empha- 
size the position of the Great Lakes shipping industry, we drafted the bill so as 
to provide for the use of such ships on the Great Lakes, the St. Lawrence River 
and Gulf and their connecting waterways. You will recall that at the time of 
enactment of the legislation, the St. Lawrence Seaway project had been before 
the Congress without success for many years. At that time, therefore, the 
limitation in the bill appeared academic, as once the ships were taken into the 
lakes, we knew of no way in which they could be taken out of the lakes again. I 
remember discussing with representatives of Sand Products Corp. the inclusion of 
this limitation: They likewise saw no possibility of getting the vessels out and 
agreed that the limitation should be included in order to point up the problem 
being presented to the Congress. Those of you who were here in the Congress 
10 years ago will recall that at that time prospects for enactment of the seaway 
legislation were remote as for years we had attempted to get such legislation 
without success. 

May I point out that the Great Lakes operators were given no advantages 
greater than those given purchasers of vessels for use on the oceans. Actually, 
in some cases these ocean purchasers paid to the Government a smaller per- 
centage of the Ship Sales Act price for their vessels than did the buyers under 
the special legislation authorizing conversion for the Great Lakes. Even more 
important, ships sold for ocean use were in most cases fully fitted for their 
service after the allowances had been given and the reconversions accomplished. 
In the case of the Aquarama, however, the total cost to her owners to prepare 
the vessel for service was almost three times the Ship Sales Act price. As you 
will see from pictures of the vessel, she is a beautiful, modern ship. I submit 
that everything possible should be done by the Congress to maintain this ship 
in operation under the American flag. Most important, this can be done without 
any cost to the taxpayer. 

As I mentioned, we were attempting to put the lake shipowners on the same 
basis as American ocean ship operators. At that time, not only could the lake 
ships not get out into the oceans, but ocean ships of any size could not get into 
the Great Lakes. With the opening of the seaway, this situation is changed. 
Today, ocean ships, foreign as well as American, can freely enter the Great 
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Lakes through the seaway. It is only fair that American ships on the Great 
Lakes be given equal privileges to go out into the oceans. be sald 

The only American vessels which L know of w hich are restricted to opera ae 
in the Great Lakes and precluded from operating on the oceans are the six 
‘a els which were sold by the Maritime Commission pursuant to the legislation 
which I helped sponsor. Because of the unwillingness of the Navy Department 
to release these vessels for lakes use unless they were converted into ore cat riers, 
five of these ships were converted. Not only have they been fitted with Great 
Lakes bows which I am informed are not suitable for ocean use, but they have 
also been lengthened by several hundred feet. On five of the six vessels which 
were purchased under this act, their owners cut off everything forward of 
the engineroom bulkhead and then built entirely new ships to service the ore 
trades. I am informed that under the Coast Guard and American Bureau of 
Shipping Regulations, no ship can be certified to navigate the oceans if the 
length of that ship is more than 14 times the depth of the vessel. All of the 
five vessels exceed this 14 to 1 ratio, so that even with enactment of this bill 
they could not be used on the oceans unless they were completely rebuilt at the 
enormous cost which that would involve. . 

The only ship capable of operating on the oceans and which is restricted 
to the Great Lakes because of the existing legislation is the Aquarama. The 
purpose of this legislation before the committee today is to remove this restric- 
tion so as to permit this vessel the same privilege that is available to all other 
American and foreign vessels capable of navigating the Great Lakes as well as 
the oceans. I feel that this is not only fair and equitable, but that certainly 
Congress would not wish to maintain a restriction on the ship which was placed 
there merely to point up the purpose of the prior legislation and which was 
enacted under circumstances which no longer prevail as a result of the opening 
of the St. Lawrence Seaway. I certainly feel that the vessel, now known as 

he Aquarama, should not be the only American Great Lakes vessel which is 
capable of navigating the oceans but which is restricted from doing so. Cer- 
tainly if we permit foreign vessels to use the lakes as well as the oceans, we 
should equally permit this American vessel to do likewise. 

In our efforts to rebuild the passenger and freight services on the lakes, Sand 
Products Corp. was the only company willing and capable of purchasing under 
the statute. Unfortunately, the scope of their program was limited by the 
Navy’s willingness to release only one of the six ships sold for passenger and 
freight use. Nevertheless, the company went ahead against substantial ob- 
stacles and built the ship. 

From figures prepared by certified public accountants, Ernst & Ernst, I have 
learned that the cost of taking the vessel purchased from the Government and 
completely rebuilding it for its trade came to almost $41%4 million. Because of 
the Government’s steel allocation program resulting from the Korean war, the 
completion of this vessel was delayed for 6 years, during which time she was 
maintained at the expense of the present owners. During the past several 
years, she has operated between Cleveland and Detroit in a daily service. She 
is authorized to carry almost 2,500 passengers and about 200 vehicles. Because 
of weather and passenger demand conditions on the Great Lakes, it is unfortu- 
nate that this vessel can be utilized only 81 days a year on the Great Lakes. 
There is no other business for her on the lakes the remainder of the year. 

As a result of the short operating season, the owners of the vessel have not 
been able to cover their out-of-pocket operating expenses during the 81 days a 
year of operation. They have not been able to earn the interest or amtortization 
on their debt and have not been able to repay any of their equity investment. 
Unless some additional use can be found for the vessel, the only alternative 
would be to put her into layup and deprive the Great Lakes of the service which 
she now performs and which is of substantial value to the cities and States 
which she serves. 

We are faced with the continued necessity of attempting to build up our 
services on the Great Lakes. Such services can only be performed by American- 
flag ships. Obviously, no one else, including the present owners, would be will- 
ing to invest in new ships when the experience of the only modern passenger 
and freight ship on the lakes has been one of loss. It seems to me that if this 
vessel is permitted to go offshore in the off season, and if those operating results, 
plus the Great Lakes revenues, show a profit, new building for the joint lakes 
and ocean service would be likely. 
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I should further like to point out that this vessel as converted has only q 
very limited use. Because it has no sleeping accommodations, it cannot take 
passengers on overnight voyages. Because it has been designed to carry jts 
freight as automobiles or wheeled vehicles, it cannot compete with ordinary 
freight-carrying vessels. Accordingly, it cannot handicap or prejudice the 
operations of any existing American-flag lines. Perhaps even more important, 
however, is that by permitting this vessel to go on to the oceans when the 
Great Lakes are closed to navigation by ice, it will be made available to the 
Navy in the event of emergency, a vessel which can rapidly be converted to an 
ideal troop carrier of high speed and with rollon/rolloff capacity for military 
wheeled vehicles. . 

Your committee has long been active, and I feel successfully so, in Sponsoring 
the maintenance and development of a privately owned merchant marine 
Through your activities the continued operation of American ships has been 
made possible. You permitted the development of a merchant fleet suitable to 
serve our foreign commerce and to serve our defense needs in the event of 
emergency. The work of this committee has resulted in thousands of jobs being 
available for American merchant seamen. 

I believe that enactment of this bill will be in accord and in furtherance of 
the program which you have labored for so long. It will permit the operation 
of an American vessel in normal trade which otherwise will have to go out of 
service. Instead of employing American seamen a maximum of 3 months per 
year, American seafaring personnel can be employed throughout the year. 

May I point out specifically the various reasons why I believe this legislation 
should be enacted : 

(1) I do not think it appropriate that this one vessel should be the only 
American ship capable of navigating the oceans which is restricted from go 
doing, particularly when foreign ships have complete freedom. 

(2) I«believe that the people who invested in this vessel with the support 
and urging of many of our Great Lakes members and many of our Great Lakes 
communities should have an opportunity to earn a return on their very large 
investment. 

(3) I believe that we should not deny to the seamen employed on this ship the 
opportunity for full and normal year-round employment. 

(4) The purpose of the restrictive language in the act under which this vessel 
was purchased was drawn in the light of then existing conditions, which the 
opening of the St. Lawrence Seaway has completely changed, and I do not think 
that verbiage which was placed in the statute at that time for the purpose of 
pointing up the reasons for the legislation should now be used to prevent normal 
use of the vessel. 

(5) I should like to point out that by enactment of the bill here before the 
committee we would still be able to preserve the objective of having this ship 
service the Great Lakes during its operating season, and not be require to be 
withdrawn from such service because of the large losses which have been in- 
curred from inability to meet its operating costs. If you will permit this vessel 
to be utilized outside the lakes in the off season, I believe that the revenues 
there, when added to those from its Great Lakes service, should permit its con- 
tinued operations. 

I sincerely hope, on behalf of myself and my colleagues who have joined in 
similar bills, that this committee and the Congress will favorably act on this 
legislation. 

Mr. Buatrnrx. Mr. Chairman, I was coauthor with Mr. Charles 
Potter, our colleague from the State of Michigan, back in 1949 and 
1950, 10 years ago, of the amendment which finally passed in Septem- 
ber of 1950 in the 81st Congress which authorized the use of 10 of the 
laid-up fleet ships to be converted as distinguished from reconverted 
as explained by Admiral Ford; 10 ships to be permitted to be sold 
and converted for use on the Great Lakes. 

We felt then—and we did not pay too much attention to it—that 
“for use on the Great Lakes” was a descriptive phrase and not meant 
to be restrictive. It was descriptive to indicate where these ships 
would be operated, and it legally clarified the point in addition to re- 
converting these ships for use, reconverting them to their original 
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standards and characteristics which was for salt water shipping, we 
could also convert these boats or ships for use on the Great Lakes 
where the requirements of ship structure are quite different. 

As you well know, a few months after September 1950, the Korean 
war broke out. We were anxious to have ships on the Great Lakes 
with half facilities for passenger travel and half for freight. Under 
the emergency powers of that time the Maritime Commissioner di- 
rected that any of these ships so converted for use on the Great Lakes 
could be released if they were converted to bulk carriers. We had a 
shortage of iron ore carriers and other bulk carriers on the Great 
Lakes, so five of these six ships became bulk carriers and were con- 
verted as such. The sixth one, now called the Aguarama, was made 
into a passenger and automobile carrying boat for operation between 
Detroit and Cleveland. 

If I may, I would like to pass out just a few of these photographs. 
This ship is the only one of the six that can be used on the high seas. 
A question was asked by counsel earlier: “Why could not the other 
five bulk carriers be used on the high seas?” I understand that the 
other five do not meet the regulations that the Government prescribes 
in which the ratio between the length of a ship and its depth shall 
not exceed 14 to 1. All of the bulk carriers do exceed the ratio of 
14 to 1, the length to the depth. They are long ships—some of them 
up to 700 feet. This one is about 500 feet. This is the only one of the 
six that could physically navigate and operate on the high seas. 

Question was raised as to the cost estimate of reconverting the other 
four carriers so that they would be capable of sailing on the seas. 
The cost from a check I am quite certain would be far in excess of 
$1 million. They would have to be shortened and have many other 
changes and alterations made that would run into a lot of money. 

The Aguarama alone cost almost $4.5 million before it was con- 
verted into the type of ship you now see in the photograph. This is 
the only ship which physically is capable of sailing on the high seas, 
and because of he technicality in the Ship Sales Act as amended, it 
is restricted and prohibited from going on the high seas. All of the 
other ships sold under the Ships Sale Act which number perhaps 2,000 
have been operating on thé high seas. All of those have access to 
the Great Lakes and the high seas. The Aguarama is the only one 
physically capable of sailing on the high seas that is prevented and 
restricted. 

We feel first in justice to the owners, the McKee people—we have 
a father here and a son and they own and operate this boat as well as 
several other boats on the Great Lakes—and in justice to a heavy 
investment they made in a type of ship which we have been trying 
to encourage on the Great Lakes, a passenger-freight ship, in fairness 
to them to help utilize this ship to a far greater potential, we urge 
enactment of the legislation. 

It also means that it will give employment to American crews on the 
Aquarama. Instead of 90-day employment they will be employed 
the year round. 

So we from the Great Lakes—and there are several of us who have 
been enumerated as cosponsors of H.R. 4002—strongly urge the amend- 
ment clarifying this restrictive phrase pertaining to only one ship, 
the Aquarama. 
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There would be no cost to the Federal Government and we feg] 
that it would be in justice to the owners of the ship, and it would be 
a further boost toward encouraging the further development of pas. 
senger and freight traffic on the Great Lakes. 

That concludes my statement. 

Mr. Asuiey. Congressman Blatnik, I was very interested to learn 
you were a cosponsor of legislation 10 years ago which authorized the 
conversion and reconversion of the wartime vessels in question, 

Would it be factual to say that the legislation before us today js 
necessary, not to change, but simply to clarify congressional intent 
with respect to the use to which these ships can be put? In other 
words, I am asking whether it is not a fact that if congressional intent 
with respect to the original legislation had been followed there would 
be no need for the bill today ¢ 

Mr. Buatniz. That iscorrect. We had no idea at all—— 

Mr. Asutey. To lock up the vessels. 

Mr. Buarntk. We always thought of it as a descriptive phrase. We 
on the Great Lakes wanted to encourage shipping and operation, 
We had a rather considerable amount of freight shipping before 
World War II. After World War II we had no freight shipping, 
and I am talking about regular freight shipping. So in trying to 
encourage it we used this as a descriptive phrase because of the type 
of craft that would be used on the Great Lakes was quite different 
from those that could operate on the high seas. 

Mr. Asniry. I would just like to say that there is not anyone in the 
Congress today that is in a better position to speak on matters affect- 
ing the Great Lakes than the witness before us at this time. He has 
been so instrumental in the authorization and enactment of the St. 
Lawrence Seaway Act, and in so many other matters affecting the 
Great Lakes. It is a privilege to have him before the committee at 
this time to testify on the measure in question. 

Mr. Buatnrx. [ thank the gentleman for his very generous remarks. 

Mr. ZeLEnxKoO. I agree with the sentiment expressed. 

Mr. Ray. My curiosity is aroused about this 16-hour limitation on 
this Aguarama. How does that come about? Is it a lack of fuel 
capacity, or passengers cannot be kept without sleeping quarters longer 
than that time? 

Mr. Biatnix. We will have the specific details from the owners. I 
can say this, it was designed for the short-haul trade to carry auto- 
mobiles from Detroit. Cleveland was the run where they needed that 
type of service, and the automobile people required it, so the Aguarama 
owners built it for that purpose. In the meantime they carried pas- 
sengers who were making the crossing and also tourists who are going 
from Detroit to Cleveland. They put their automobiles right on the 
boat. It was designed originally for a short haul on the Great Lakes 
so it could only do a short haul on the high seas, but it is capable, under 
the ratio of 14 to 1, length to depth, to operate on the high seas, but 
it would have to be a short run. 

Mr. Drncez. I want to commend and compliment my old friend 
and colleague on a fine presentation, and to assure him, as one of the 
cosponsors of this legislation, I will do my level best to see that it gets 
out of this committee. 
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I want to join my colleagues who have praised him highly. He is 
one of the outstanding Members of Congress. We have had evidence 
of his ability on the floor and in this committee on many occasions on 
such things as the St. Lawrence Seaway Act, the Ship Sales Act of 
1946, the Water Pollution Act, and others. 

Mr. Birarnix. I am deeply appreciative of the very generous re- 
marks. I hope that I live up to the high degree of confidence 
expressed. 

Mr. Petty. What is the normal commercial speed of this vessel ? 
Do you know, or would you rather defer? 

Mr. Buarnrk. That is a technical operating question which the 
owner would know precisely. 

Mr. Petiy. She 1s a very handsome looking vessel. I wish that we 
had something hke her running from Puget Sound to Alaska. 

Mr. Biatnrx. They are handicapped operating only 80 days out 
of a whole season. 

Mr. Preity. 365 days of depreciation to be charged off on 80 days. 

Mr. Buarnix. Yes. They cannot do it. It was at our urging that 
people such as own this ship got into the passenger and trade service. 
This is the only passenger and trade boat that has been built on the 
lakes in the past 14 years. We would like to encourage more of it. 
We do not want to see this one venture become a failure, a drastic 
loss to the owners that would certainly discourage anyone else going 
into this type of venture. 

Mr. ZeLENKO. Before you leave the witness stand, the Chair would 
like to read into the record the authors of identical bills and the num- 
bers of those bills. You did not mention them specifically. 

(The authors and bills referred to are as follows:) 

H.R. 4002, by Mr. Blatnik, to authorize the use of Great Lakes vessels on 
the oceans. 

And identical bills: H.R. 4011, by Mr. Cederberg; H.R. 4249, by Mr. Ashley; 
H.R, 4353, by Mr. Dingell; H.R. 4528, by Mr. Rabaut; H.R. 5024, by Mr. Van 
Pelt; H.R. 5311, by Mr. Griffin. 

Mr. ZetenKo. It has been a pleasure to hear your statement. 

The next witness is Mr. Miles F. McKee. 


STATEMENT OF MILES F. McKEE, SECRETARY OF SAND PRODUCTS 
CORP., OWNER OF THE VESSEL “AQUARAMA,” ACCOMPANIED 
BY MARVIN COLES, COUNSEL 


Mr. McKee. Mr. Chairman, my name is Miles F. McKee. I am 
secretary of Sand Products Corp., which is the owner of the vessel 
Aquarama and part owner of two other American-flag vessels engaged 
in the bulk trades on the Great Lakes. With me is Mr. Mark T. 
McKee, vice president of our company, and our company’s counsel, 
Mr. Marvin Coles. We appear in support of H.R. 4002 and related 
bills which have been introduced by Congressmen Blatnik, Ashley, 
Cederberg, Van Pelt, and Griffin. 

The purpose of the proposed legislation is to permit the vessel 
Aquarama to be operated outside the Great Lakes. The reason the 
legislation is required is because section 12 of the Merchant Ship 
Sales Act of 1946, as amended, provided for the sale of the ship— 
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* * * for exclusive use on the Great Lakes, including the St. Lawrence River 
and gulf and their connecting waterways. 

Six vessels were sold pursuant to this restriction, so that in theory 
this proposed legislation authorizes all of these six ships to be utilized 
on the oceans as well as on the Great Lakes. We are informed by 
the American Bureau of Shipping and the Coast Guard, however 
that the five other vessels, which have been converted to bulk carriers, 
could not be certificated for use on the oceans in view of the fact 
that the ratio between their length and depth exceeds the maximum 
14-to-1 ratio permitted for ocean use. 

A question was raised a while ago about the possible cost of changing 
to ocean use, and we have been informed by one of the shipyards that 
makes these conversions that it would cost just as much to restore 
them for ocean use as it would to convert them for lake use, which in 
the case of these bulk carriers has been around $6 million. 

Accordingly, the practical result of this bill would be to permit the 
Aquarama to be used outside the lakes. Parenthetically, let me add 
that I know of no other American vessel capable of navigating the 
oceans which has any similar restriction or limitation as to the waters 
in which it can navigate. 

As a result of the opening of the St. Lawrence Seaway the Agua. 
rama can now be brought out of the lakes for use on the oceans during 
the winter months when she would otherwise be tied up. As the 
season for her use in the Great Lakes is only 81 days per year, we feel 
it would be possible to employ this vessel during the winter months 
in offshore trades. In order to do so, however, we must have con- 
gressional authority for the removal of the present restriction con- 
fining the ship to the Great Lakes and its connecting waterways. 

May I add that at the time this restriction was imposed, we did not 
believe that the seaway would become a reality within the lifetime of 
this ship. Not only did we haye no objection to the clause when it 
was originally drafted as part ofthe bill, but we favored its inclusion. 
We have found, however, thaf the limited operating season on the 
Great Lakes for a vessel of this kind has made it impossible for us 
to operate the vessel profitably, with the result that we must seek to 
use the vessel outside the lakes during the winter season if we are to 
continue her in operation. 

May I invite the committee’s attention to the fact that at no time 
has the vessel ever operated profitably, despite the fact that we have 
invested in this vessel approximately $414 million. When I say that 
the Aquarama has not operated profitably, I mean that she has not 
even made her operating costs, much less the interest and amortiza- 
tion on her mortgage or the repayment of our equity investment. 
With an operating season on the lakes of less than 3 months, we have 
concluded it is impossible for the ship to be operated profitably solely 
on the lakes. Accordingly, it is our hope that the Congress will, by 
enactment of the pending legislation, permit us to use the vessel on 
the oceans, with the hope that the combination of the lake operation 
in the summer season and the ocean operation in the winter season 
may together make possible the profitable utilization of this American- 
flag ship. : 

May I explain to the committee the background under which this 
ship was purchased. When the Ship Sales Act was originally enacted, 
my company sought to purchase three warbuilt vessels from the then 
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Maritime Commission for use on the Great Lakes. Most Great Lakes 
vessels differ from ocean vessels in structure, arrangement, loading 
gear, and in many other ways. Accordingly, we asked the Maritime 
Commission to permit us to apply the allowances granted for recon- 
yersion of the vessel for ocean use and use the same amount of allow- 
ance for conversion for use as Great Lakes ships. The Commission 
informed us that the act authorized them only to reconvert or restore 
vessels for ocean use and hence they could not apply this allowance 
for lakes use. Under their interpretation, it would have been neces- 
sary for us to rebuild the ship back to a standard ocean vessel, for 
which we could have an allowance, and then tear her physically apart 
again to convert to lake use for which we could get no allowance. 
The Maritime Commission stated that the words “reconvert” and 
“restore” precluded conversion for Great Lakes use. Because of this 
technicality, we came to Congress with the request that the act be 
amended so as to include the word “convert” for use on the Great 
Lakes. Congress authorized the change and we purchased the vessel 
and converted her for Great Lakes service. 

At that time we made no objection to the Great Lakes limitation. 
We did not foresee that in just 10 years the St. Lawrence Seaway 
would be open to traffic. A large sum was expended to bring the ves- 
sel up the Mississippi: Her entire superstructure was cut off to get 
her under the bridges; to meet the limited draft of the river, pontoons 
were secured under the vessel. Once the ship reached the Great Lakes, 
her interior structure was completely modified and rebuilt to make her 
suitable for the carriage of automobiles and an entirely new super- 
structure was built onto the hull. Basically, all that was used was 
the exterior lower hull of the vessel and her engines. The total origi- 
nal costs paid by us for this ship, as certified by Ernst & Ernst, public 
accountants, were $4,406,318.43. In addition to this basic cost paid 
by us, we have also spent several hundred thousand dollars in the last 
2 years for additions and improvements. 

The purpose of the amending legislation was to equalize the pur- 
chase privileges of Great Lakes and ocean operators under the Mer- 
chant Ship Sales Act. Aasically, we received nothing else but that 
which ocean operators obtaihed. As was brought out in the hearings, 
we were required to pay to the Maritime Commission a higher per- 
centage of the Ship Sales Act price than did several other purchasers 
of war-built vessels for use on the oceans. But may I point out that 
we were at a substantial disadvantage as compared to other purchas- 
ers for ocean use; for when they had received and expended their 
allowances, they obtained a ship substantially ready for use in their 
trade. In our case, we had to spend over $3 million more for this 
vessel for our trade than the basic Ship Sales Act price. This is not 
said in any sense of complaint, but merely to make clear that we have 
a substantial private investment in this vessel. 

May I also invite the committee’s attention to the fact that on the 
two ships which we bought for bulk carriers, we utilized only the en- 
gines and that part of the ship back of the engineroom bulkhead. We 
then built a completely new ship of approximately 600 feet in length 
in front of it. What we actually purchased from the Government on 
those ships was just the engine and the stern section; everything else 
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was new. I might add that the cost to rebuild these vessels was over 
$6 million each. At approximately the same time that we so reeop- 
verted these C4 ships, two brandnew vessels of almost identical type 
were build for Great Lakes use, each having about a 700 tons greater 
deadweight capacity than our two converted vessels. The cost of 
these two new and slightly bigger ships was less in both cases than 
our costs for the converted ships. And their engines were new while 
these had had war use. 

When we originally appeared in support of the legislation, we noti- 
fied the committee that we wished to purchase three vessels for use in 
the Great Lakes passenger-freight trades. After the enactment of the 
legislation, we applied to the Maritime Administration for the pur. 
chase of the vessels. We were then informed by Admiral Cochrane, 
the Maritime Administrator, that the Navy would not approve the 
sale of these ships as they did not wish them to be bottled up in the 
Great Lakes in the event of an emergency. Admiral Cochrane in- 
formed us, however, that the Navy would release them for conversion 
to ore carriers on the Great Lakes, as the need for such bulk veggels 
was imperative in view of the Korean emergency. Accordingly, we 
reluctantly agreed to convert two of the three vessels to bulk carriers, 
The Navy in turn agreed to release one ship for conversion to a pas- 
senger-freight ship. This vessel is now called the Aguarama. 

By way of further background, may I invite the committee’s atten- 
tion to the fact that we bought the vessel in 1951. At that time, the 
steel shortage was such that the Government allocation program would 
not give us the steel required to rebuild this ship. Accordingly, it was 
not converted until 1956 and entered her present service in the summer 
of 1957. 

As you will see from the pictures of the Aguarama, we now have 
a modern vessel—there is no more modern vessel of its kind in the 
world. She‘is certificated to carry 2,500 passengers. She has no 
sleeping quarters for any passengers, so that her use is limited to short 
runs. In addition, she has capacity in her lower decks for carrying 
several hundred automobiles or other wheeled vehicles. In short, she 
is one of the few, and the largest, combined passenger and roll-on 
roll-off ship in the American fleet. In the event of war, I believe she 
would be a vessel of enormous value to our Navy. She has the open 
spaces which could be quickly converted to sleeping accommodations 
for hundreds of troops by the installation of pipe berths. She already 
has the messing and toilet facilities for 2,500 passengers. Also im- 
portant, her design permits the troops to carry wheeled vehicles with 
them. 

The A qguarama has been operating between the cities of Detroit and 
Cleveland. The ship furnishes a needed public service over this 
summer route. The demand for the services of this ship are limited 
to the summer period. We have found that the demand for this ship 
is such that she can be operated on this service less than 3 months a 
year. Unfortunately, interest, amortization and depreciation, over- 
head, maintenance, and other costs (except crew costs) continue for 
365 days a year. As a result, revenues from this ship have not been 
sufficient in her two seasons of operation to meet out-of-pocket op- 
erating costs. The ship has not been able to earn the interest or 
principal on the mortgage. She has not been able to earn any return 
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on the investment of almost $414 million, nor to repay any part of 
the equity investment. 

We believe that during the months when the vessel is net utilized 
in her normal service in the Great Lakes it should be possible to use 
her offshore. At this time, we have no definite tr ano’ in which we plan 
to put the ship. We do know, how ever, that there are certain limita- 
tions on the use of the vessel. First, the trade will have to be in a 
warm winter area in which there are a substantial number of tourists 
or short-haul passenger traffic. As there are no sleeping accommoda- 
tions, the ship’s service is limited to short voyages. We are looking 
for a trade in which there would be a demand for the movement of 
automobiles and other wheeled freight to accompany the passenger 
trafic. The Aguarama cannot enter into a normal freight service, 
because its present construction precludes any substantial loading of 
nonwheeled freight because of the lack of h: atches and booms. 

It is our plan to continue the struggle to build a successful com- 
mercial operation between Cleveland and Detroit during the summer 
season. What we hope to be able to do, if Congress will enact the 
legislation here before the committee, is to be able to utilize the ship 
in other areas duri ing the winter season when there is no demand for 
her services on the Great Lakes and when, as a matter of fact, the 
lakes are closed to navigation because of ice. 

May I respectfully submit to the committee that I believe that enact- 
ment of this legislation will be in accordance with the objectives of this 
committee to maintain and develop an adequate American-flag mer- 
chant marine. After enactment of this legislation, we hope that we 
will be able to find a suitable use for a vessel with the physical char- 
acteristics and limitations of the Aquarama to fill a public need during 
thenonsummer months. We hope we will be able to give employment 
to American crews for a longer period than just for a few summer 
months. Should we be fortunate in being able to operate this vessel 
at a profit, the Government will benefit through collection of tax on 
such earnings, which taxes are not possible with her limited operating 
range today. We seek no subsidy of any kind. However, the limited 
utility of this ship will prechide her from competing with any existing 
American-flag service of which we are aware. If we are permitted to 
utilize the ship on the oceans, we will accomplish the original Navy ob- 
jective of having her available in the event of any emergency; under 
her present limitation, she could be made promptly available only in 
the event the emergency arose during the warm months when she could 
transit the seaway. If the present limitation is removed, she can be 
available at all times. Moreover, she will give to our Defense Estab- 
lishment an ideal troop- and vehicle-carrying vessel should she be 
needed. 

In view of the foregoing, may we respec tfully request that the Com- 
mittee on Merchant Marine and Fisheries favorably consider FR. 
4002 and its related bills. 

Mr. ZeLENKo. Have you concluded your statement ? 

Mr. McKer. Yes. 

Mr. Asutry. Mr. McKee, I think that was a very clear and persua- 
sive statement with respect to this legislation. 

I was very interested in what you had to say on page 8 of your state- 
ment : 
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She has not been able to earn any return on the investment of almost $4.5 
million, nor to repay any part of the equity investment. 

I would like to ask first of all how much money is owed to the Goy- 
ernment with respect to this vessel 

Mr. McKee. There is an outstanding balance due on a mortgage 
which the Government has assured in the amount of $1,440,000, ~ 

Mr. Asuiry. So if there was default what it would mean is the Goy. 
ernment would make good that amount ? 

Mr. McKee. We anticipate no default, Mr. Ashley. 

Mr. Asutey. Of course not, but the fact of the matter is if this legis. 
lation does not pass and you are not able, as you say in your statement, 
to make principal or interest payments, it would seem to follow you 
might be faced with the necessity of putting this ship up. 

Mr. McKee. In that event it would be very unfortunate, but you 
are right. 

Mr. Asutey. If you were forced to put the ship up because you could 
only operate her 80 days # year, or something of that sort, what would 
be the situation with respect to this obligation ? ¢ 

Mr. McKer. If there ever should be an unfortunate circumstance 
like that and there was default, the Government’s obligation would 
be 90 percent of the present outstanding mortgage which they have 
insured. 

Mr. Asutey. There being no perceptible objection to this legisla- 
tion, it would certainly seem to me that this is a consideration well 
worth this committee’s attention. After all, we are not only anxious 
to see that. you are allowed to operate in as free and unfettered way 
as possible, but also we are quite naturally extremely interested in 
seeing that the American taxpayer is not deprived of a return on his 
investment in this ship. I think it is very important for all of us 
to remember-that if this bill is not passed there will be a very promi- 
nent likelihood that the Aguarama will have to be put up simply 
because she will be losing money because of the short. season. 

Mr. Ray. Again, out of curiosity I will ask you the question that 
I asked Congressman Blatnik as to the reason for the 16-hour limita- 
tion. 

Mr. McKee. It would mean daytime travel because this is a large 
ship having a capacity for 2,500 persons on the public decks, and it 
does not have sleeping cabins for those people, so out of a practical 
limitation it would mean early in the morning until late at night 
would be the limit. If there were sleeping accommodations put on, 
which could be done, it would reduce the deck area for public space, 
consequently reduce the number of daytime passengers that it could 
comfortably handle. 

Mr. Ray. You do not contemplate any such conversion ? 

Mr. McKee. It is not contemplated ; no, sir. 

Mr. Zevenko. Mr. Dingell. 

Mr. Dincetu. I have no questions. 

Mr. Maruurarp. I gather then, as far as any other limitaticns are 
concerned—fuel capacity and so forth—there has been no substantial 
change ? 

Mr. Marut1arp. So, for an emergency situation, or military use, it 
would be a rather simple matter to install troop sleeping accommoda- 
tions, and that is about all the conversion that would be required for 
her to be used as any other ocean-going vessel ? 
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Mr. McKee. I have been so informed. 

Mr. Marturarp. As a matter of interest, what is her standard cruis- 
ing speed 

Mr. McKerr. We operate at 22 miles per hour—perhaps 18 or 19 
knots, something a that figure. 

Mr. Matu1arp. I also gather from your testimony she can load 
only through side ports. 

Mr. McKer. That is correct. She has side ports for loading onto 
the lower decks, and side ports for loading passengers on the upper 
decks. 

Mr. Mariii1arp. Do you have a ramp arrangement for the stowage 
of vehicles 

Mr. McKerr. The ramp arrangement is on the shore to meet the 
various side ports, so that the upper automobile deck is served by a 
higher ramp and the lower automobile deck by a lower ramp. Since 
itison a fixed run, these : are fixed shore facilities. 

Mr. Maitiiarp. There is no means of moving vehicles from deck 
to deck ? 

Mr. McKer. There is not. There are passenger elevators and 
passenger escalators, but no freight elevators. 

Mr. Mariiiarp. Can you give us any hint as to some of the possible 
employments that you have been looking into? 

Mr. McKen. There have been several suggested, but we have not 
gone into that. Perhaps Miami-Nassau. If there was a stable Cuban 
situation, perhaps Havana, or some of the other West Indies Islands. 

Mr. Matuitarp. As a practical matter, if you accept the 16 hours 
at 18 knots, that does not given you many trades to choose from. 

Mr. McKerr. It is somewhat limited; right. 

Mr. Matui1arp. Also, with her structur: al arrangements, you would 
be required probably to invest in some loading facilities which would 
not normally exist, is that not true? 

Mr. McKeen. It does have certain limitations that would have to be 
suited to whatever trade was available and economical. 

Mr. Marurarp. I wish you luck. It seems to me that you are 
operating under a rather limited possibility. 

Mr. McKee. Thank you. 

Mr. Periy. I might comment that the Canadian Pacific Railroad 
runs a rather similar service from Vancouver, British Columbia, to 
Victoria on down to Seattle. It is a triangular run. I know that 
they have difficulty on a year-round service. You would have to be 
ina trade, I think, where you would have a very tangible number of 
passengers. In a run such as I mentioned I assume that they do not 
have it. They are more or less travelers that take the transcontinental 
railroad. 

Mr. Maiti1arp. Do you think that it might be economically feasible 
to operate this vessel solely as a vehicle carrier, or is so much of her 
space for passengers that. you could not ? 

Mr. McKer. That is right. The vehicle space on her now is a serv- 
ice to tourists who are traveling cross country with their automobiles 
and they want to take their automobiles with them. It is not presently 
in the automobile trade. 

Mr. Mariui1arp. So that it would be uneconomical to attempt to 
use her in the winter strictly as a vehicle carrier? 
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Mr. McKerr. It would be very marginal—less than marginal. 

Mr. ZetenKxo. Thank you very much. 

The next witness is Mr. Alvin Shapiro, but before Mr. Shapiro 
testifies the Chair wishes to place in the record as though read state. 
ments of Hon. Louis C. Rabaut, who has a companion bill on this 
subject, and statement of Hon. Robert P. Griffin, who also has a com. 
panion bill. 


STATEMENT OF HON. LOUIS C. RABAUT, A REPRESENTATIVE Iy 
CONGRESS FROM THE STATE OF MICHIGAN 


Mr. Rasaur. Mr. Chairman and members of the committee, thank 
you for the opportunity to express my interest in H.R. 4002, a bill to 
authorize the use of Great Lakes vessels on the oceans. I have q 
similar bill, H.R. 4528. 

The attached copy of statement expresses the need for the enactment 
of this legislation. Here we have U.S. citizens who have made a siz- 
able investment in the vessel A guarama, but she is losing money for her 
owners because of the existing restriction limiting its operations to the 
Great Lakes and its connecting waterways. The removal of this re- 
striction would allow the ship to operate on a year-round basis and to 
retain its personnel. 

I mention the vessel Agquarama particularly because favorable en- 
actment of this bill will permit the ship to engage in trade the year 
round, to retain its personnel numbering approximately 250, and to 
operate profitably. Existing law forces the owners to lay up the ship 
during the winter months, to discharge almost all of its employees, 
and to incur undue hardship in the loss of revenue. 

This is not a healthy situation for management or labor and I 
earnestly solicit your favorable consideration of H.R. 4002. 


LEGISLATION TO REMOVE RESTRICTIONS ON CERTAIN GREAT LAKES 
VESSELS 


The purpose of the attached bill is to remove a restriction limiting 
to the Great Lakes and its connecting waterways the operation of 
certain vessels sold under the Ship Sales Act of 1946, as amended. 
If this bill is enacted, such vessels would be permitted to be used on the 
oceans during the winter months when the lakes season is over. 

When legislation authorized the sale of vessels for Great Lakes use, 
it provided that these ships should be operated for exclusive use on the 
Great Lakes. At the time of that legislation, this was academic as 
there was no method by which the vessels could be taken in or out of 
the lakes. Actually, to get these vessels originally into the Great 
Lakes, it was necessary to remove all of their superstructure and float 
them on pontoons up the Mississippi River. But now that the St. 
Lawrence Seaway will soon open, these ships will be able to reach 
the high seas without any difficulty and other vessels will be able to 
go into the Great Lakes to compete with them. 

Of the ships to which this bill might apply, five are converted to bulk 
carriers and the sixth to a passenger and automobile carrier. As the 
five bulk carriers probably cannot qualify for operation on the oceans 
in view of their type of conversion, this bill would as a practical mat- 
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ter affect only the vessel Aguarama. The Aquarama has facilities for 
carrying up to 2,500 passengers and 180 automobiles. The vessel has 
no sleeping accommodations for passengers so that she is limited to use 
on short voyages. She is presently employed carrying passengers and 
cars between Cleveland and Detroit. The season on this run is limited 
to the summer months and the vessel in the past year operated only 
84 days. As a result of the limited season, the ship, which cost the 
owners $4,500,000, has lost money every year. During the season, 
approximately 250 people are employed in the operation of this vessel. 
During the off season, however, almost all of these must now be dis- 
charged. 

Enactment of this proposed bill will enable the ship to be put into a 
useful winter trade in a warm climate on a day-ship basis. The in- 
creased utilization of the vessel should permit it to achieve profitable 
operations. It will also permit the employment of the ship’s personnel 
on a year-round rather than a short seasonal basis. Because of the fact 
that the ship must be limited to a short run it should offer no competi- 
tion toany established American liner company. 

This bill involves no subsidy or any other expense to the Govern- 
ment. It may, however, result in revenue to the Government in the 
event that the removal of the restriction permits profitable rather than 
loss operation, as such profits would, of course, be subject. to tax. 


STATEMENT BY HON. ROBERT P. GRIFFIN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MICHIGAN 


Mr. GrirriIn. As a Great Lakes Congressman, I am interested in 
anything which can be done to continue and develop shipping opera- 
tions on the Great Lakes. Particularly, I want the citizens of the 
Great Lakes States to have the opportunity of enjoying the pleasures 
given by fine modern ships. Unfortunately, the only vessel capable of 
rendering this service today is the Aguarama. Even more un- 
fortunately, we are now threatened by the loss of even this vessel 
through its inability to meet its operating expenses from Great Lakes 
operations because of the short duration of the season. 

If permitted to go on the oceans during the period in which she 
is not utilized on the lakes, however, we have reasonable assurance that 
the Great Lakes service can be maintained. Even more important, it is 
our hope that if this ship can operate successfully on the lake service 
inthe summer and on ocean service in the winter, other American ships 
will service our Great Lakes routes during our season. 

It seems to me an inequity to permit every other ship of the world 
to use the oceans as well as the lakes and to prevent the Aguarama 
from so doing. We on the lakes particularly feel the injustice of this 
position as it threatens the continued ability of the Aguarama owners 
to continue its operation. In view of the great and necessary benefits 
which the Congress has authorized to American shipping in general, it 
seems only reasonable and proper that the legislation here before the 
committee should be enacted. It seems to me that such enactment will 
accomplish the purpose which this committee and my colleagues from 
the lakes have long supported of having an adequate merchant marine. 
Here is an opportunity to accomplish the committee’s same general 
purpose without any cost of any kind to the Government. 
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Even beyond this legislation, I sincerely hope that this committee 
and the Congress will do everything possible to encourage the operg. 
tion of additional ships on the Great Lakes. Our people in the Great 
Lakes area are anxious for ships such as the Aguarama on which 
they can enjoy the pleasures of ocean voyages. If it is possible through 
congressional help to redevelop the Great Lakes passenger and freight 
trades, I think everything possible to that end should be done. This 
bill is merely a small step in that direction in that it will maintain what 
we already have. I urge the committee not only to permit us to main. 
tain the Aguarama in operation by letting her earn revenues in the off 
season, but I also urge that the committee consider further beneficia] 
legislation to maintain Great Lakes passenger and freight services, 

Mr. ZELENKO. We will now hear from Mr. Shapiro. 


STATEMENT OF ALVIN SHAPIRO, VICE PRESIDENT OF THE 
AMERICAN MERCHANT MARINE INSTITUTE 


Mr. SHapiro. My name is Alvin Shapiro. I am vice president of 
the American Merchant Marine Institute, Inc., a trade association 
representing over 50 U.S. steamship companies operating approxi- 
mately 6,500,000 gross tons of American-flag passenger, tanker, dry 
cargo and collier vessels in the domestic and foreign trade of the 
United States. Included are both subsidized and nonsubsidized com- 
panies. Approximately 70 percent of the oceangoing tonnage regis- 
tered under the U.S. flag is operated by our member companies. 

We regret that we are compelled, on the basis of principle, to appear 
here today in opposition to H.R. 4002 which seeks to allow vessels sold 
to Great Lakes operators for exclusive use on those bodies of fresh 
water to now operate said vessels in the deep sea ocean trades. 

Public Law 856 of the 81st Congress, approved on September 28, 
1950, was the subject of elaborate hearings before both this committee 
and the companion committee on the Senate side. An examination of 
those hearings will reveal the singular basis upon which the Congress 
undertook to pass that legislation giving Great Lakes operators unique 
and highly privileged concessions in the purchase of C—4 type vessels 
for the Great Lakes trade. However justifiable said legislation may 
have been then, it confirms the lack of justice in doing what is now 
proposed under H.R. 4002. 

Our examination of the Government’s ship sales record indicates the 
following: 

: The prewar domestic cost of this type of vessel was $3,340,000. The 
domestic war cost was approximately $4,420,000. The floor price 
under which these vessels could be sold, which by 1946 statute was 
35 percent of the domestic war cost, was $1,547,000. Ten of these 
vessels were sold to deep sea salt water operators at the statutory 
minimum and only one of these vessels, the Mount Davis by name, 
received a $64,000 class allowance or reduction from that floor price 
as authorized under the Ship Sales Act. In the case of the six C-4’s 
which were sold for Great Lakes operation, liberal allowances below 
the floor price were made in accordance with Public Law 856 of the 
Sist Congress, since the vessels involved were to be used exclusively mn 
the Great Lakes trade. The companies involved in purchase for ex- 
clusive Great Lakes operation on the basis of a floor price of $1,547,000 
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paid a minimum of $62,000 and a maximum of $185,000 for each of the 
vessels. I should like to point out at this time that serious objection 
to this liberal treatment was voiced during the course of those hear- 
ings. The justification, however, was entirely on the basis of allow- 
ances Which had to be made in the process of taking a vessel basically 
constructed for salt water use and equip it properly “for use exclusively 
onthe Great Lakes. 

Even at that time—1950—appreciating full well that the St. Law- 
rence Seaway would one day become a reality, members of this com- 
mittee were concerned with the possibility of renunciation of the 
avowed commitment to operate these vessels exclusively in fresh 
water. Today, the possibility of salt water operation of these vessels 
is squarely in front of us, and we find many of the advocates of the 
earlier and more restrictive legislation forgetti ing the liberal treatment 
granted in the purchase price of these vessels and seeking by the terms 
of H.R. 4002 before you to allow these vessels to operate in the ocean 
trades. To point out with crystal clarity that to which we refer, I 
should like to quote a question from a former member of this com- 
mittee, Mr. John Allen of California, to Mr. Charles Potter, also a 
former member of this committee, who appeared in advocacy of the 
legislation then under consideration : 

Mr. ALLEN. Mr. Chairman, may I ask Mr. Potter if he would have any objec- 
tion to an amendment which would provide in substance that if at any time a 
ship is converted to a wse on Great Lakes under this bill, put in operation and 
is to be operated, which is subsequently taken to salt water for operation, at 
that time the price of the reconversion or conversion job should become due and 
owing by the original purchaser to the Maritime Commission, in addition to 
the price originally paid? 

Mr. Porter. I would have no objection to that. As a matter of fact, the bill 
specifically states that the ship will not be sold for use in salt water. However, 
if you would like to have a penalty clause there that would be perfectly all right. 

The institute, as many of you know, and I personally have appeared 
before this committee on many occasions in the past. We have 
sought, above all else, an understanding of our problem and a re- 
quest for equity all within the fr amework of the broad impact of any 
specific piece of legislation on the American merchant marine as 
must be judged not solely from the point of view of the ship operator, 
but from the broad national interest. Along with many of you, we 
have seen special ple: is of one year turned into requests for extraspecial 
treatment in the years which follow. Precisely this course has taken 
place and is firmly before you in connection with H.R. 4002. We 
think it is harmful to, on the one hand, have given extremely liberal 
and highly special treatment to Great Lakes operators because of the 
onomic nature of their operation and follow this several years later 
by forgetting the uniqueness of their operation, allowing them to op- 
erate in the deep sea, offshore trades, and, as events may develop, in 
direct competition with other operators w ho purchased identical types 
of vessels at 20 times as much out-of-pocket cost. I can only cone lude 
by saying that in my humble opinion fairness and equity would com- 
pel the rejection of the legislative proposal under consideration. 

Mr. Sarto. I add those three words because of the development 
that took place during the course of this hearing. We had, until Fri- 
day afternoon, absolutely no knowledge we were talking about the 
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Sinai, We thought the bill talked about what the bill said i 
yas going to be, vessels on the Great Lakes. 

We are very seriously concerned about all types of competition, par. 
ticularly types of competition that generate from unfair Government 
practices, both here and abroad. 

We were assured, or it was indicated to us, that this vessel would 
not have sleeping accommodations and will operate in short trades, 
and because it doesn’t have sleeping accommodations, will necessarily 
operate in such trades that cannot be competitive to present operators, 

I would urge this committee to provide that as part of the legisla. 
tion. There is nothing in this bill that will prevent this vessel, as 
soon as it is enacted, to go to a yard, have sleeping accommodations 
put on it, and operate in direct competition with subsidized and nop- 
subsidized operators. 

If this committee is being urged that this is a noncompetitive bill, 
will do no harm, will cost the Government nothing, I say provide it in 
the bill, because in the element of competition you have given thege 
people all the break you possibly could. I am not speaking about the 
McKee people, assuch. Iam speaking about the 1950 legislation. 

You said to them, and perhaps with considerable justice, “Here is 
an oceangoing vessel that has to operate in sweet water so we are 
going to give you an allowance for that purpose.” 

You almost gave the ship away in the process of giving them an 
allowance. I do not want to rehash the 1950 bill, however meri- 
torious it may have been. I say now when you take the vessel out 
and put it in the ocean trade, protect the main in the ocean trade, 
There are two operators now in the St. Lawrence Seaway. It would 
be just as equitable for them to come back to the U.S. Government 
and say, “I bought these vessels in 1946, 1947, 1948, contemplating 
operating in salt water. I can now operate in sweet water and | 
need a stern.anchor which will cost $40,000.” 

They come back to you and ask for $40,000. I think that would 
be grossly unfair and just as unfair to allow a man who went in with 
full knowledge. Perhaps his predictions or his estimates were wrong 
and I am real sorry about that, to allow a man who undertook, with 
his eyes wide open, a sweet. water operation, and now finds that he 
has to go into the salt water operation, and pay no price in the 
process. 

Everybody knew the operating season for vessels of this type, and 
forgive me, Mr. McKee, when I say everybody, I just mean I knew, 
certainly, and I am sure Mr. McKee knew, that this is the kind of 
vessel, as was contemplated in the Aguarama, that operates in a lim- 
ited season. This has nothing to do with the freezing of the seaway 
in the winter. He has 8 months of operation and can only operate 
for 3 months. Why? Because this is the nature of the vessel, the 
trade which the vessel is in. 

He will take advantage of the tourist season during the 3 months 
and then come out into the ocean, and we are not concerned about 
what great advantages he has going into the ocean, but do not come 
out and harm the oc eangoing operator unless you are willing to 
reimburse the Government for the amount of break-in cost: and con- 
version allowances or reconstruction allowances that the Government 
gave him in the first: place. 
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This, to us, is only fair. 

Mr. ZetENKO. Are you through ? 

Mr. Suartro. Yes. 

Mr. ZetenNKO. Mr. Ashley ? 

Mr. AsHtey. You claim in your statement you are opposed to this 
legislation on the basis of principle, Mr. Shapiro. 

Mr. Suartro. Yes. 

Mr. Asutey. On the last page of your statement you say you feel 
it is harmful on the one hand to have given extremely liberal and 
highly spec ‘ial treatment to the Great Lakes operators because of the 
economic nature of this operation and follow this several years later 
by the uniqueness of their operation allowing them to operate in the 
offshore trades and in competition with other operators. 

Your association, or institute, is comprised of 50 U.S. steamship 
companies; is that correct / 

Mr. Sapiro. That is correct. 

Mr. Asuitry. How many of those companies are getting special 
treatment from the U.S. Government, that is, the taxpayers of the 
country, in the form of subsidized routes ? 

Mr. Suaprro. I guess the number now at the moment is 15 that 
are subsidized. T hey are not all represented by the institute. We 
only represent about eight of them. 

Mr. Astitey. Of the 50 companies, how many would you say have 
gotten some kind of special treatment from the Government, some 
kind of assistance that has been paid for by the taxpayers of the 
country ? 

Mr. Suariro. If you are talking about the Ship Sales Act, and I 
assume that you are, Mr. Ashley, T think the answer is every one of 
them. 

Mr. Asuiry. I am talking about this principle that you seem to be 
basing your opposition on. It seems to me what you are doing is 
singling out the kind of special treatment that is all right in terms of 
the institute, as against that which the institute takes sort of a dim 
view of for one reason or another. 

Mr. Suartro. No, that is not the point at all, as a matter of fact, 
Mr. Ashley. The point is that here was a piece of legislation in 19: 50 
that said, “ After all, these are salt water vessels.” You have to give 
the operator in the Great Lakes a break so we pass a special bill, 

Mr. Asntey. This was after the special bill helping the ocean op- 
erators; is that correct ? 

Mr. Suartro. Yes. This was 1950. Of course, Mr. Ashley, that 
is a little bit unfair, too, because the vessels we were talking about in 
the 1946 act were salt water vessels. 

Mr. Asuiry. It is a question of conversion to what kind of use, is it 
not ? 

Mr. Suaptro. Anybody could have taken a salt water vessel and con- 
verted it to sweet water, but under the terms of the 1946 act it was not 
attractive enough to do it to the lake operators. 

Mr. AsHLry. “Why ? 

Mr. Suaprro. It took too much ener You passed legislation and 
ae it to them at a reduced rate. I do not argue lack of equity about 
that. 
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Mr. Asutey. This was no more of a saving, or no greater benefit to 
the sweet water operators than it was to the salt water operators, 

In other words, conversion could be accomplished at a lower price 
for the salt water conversion than for the sweet water conversion, 
They are not making any more money on it. 

Mr. Suaprro. I said precisely that in my statement. I said the 
reason we did that was because it took more money to convert a salt 
water vessel to sweet water. 

Mr. Asuiey. What is the very special consideration these people 
have gotten, then / 

What is the big benefit they received that others did not ? 

Mr. Suarreo. Here is the big benefit. I am absolutely convinced 
this committee—and I can read to you from the hearings, not only 
what Mr. Allen said about this, but other members of this com- 
mittee—— 

Mr. Asutry. Were you here when Mr. Blatnik testified ? 

Mr. Suaptro. Yes, sir. 

Mr. Asuxtey. Did you hear what he had to say about congressional 
intent ? 

Mr. Snarrro. I daresay I will take congressional intent in terms of 
the language of the bill. 

Mr. Asutry. Why do you cite this colloquy between two Members 
of tlte Congress 10 years ago if you are trying to indicate congres- 
sional intent? 

Mr. Suartro, There is no question about congressional intent. This 
bill did not say for Great Lakes operation. This bill said for exelu- 
sive Great Lakes operation. 

Mr. Asutry. You do not cite the language of the bill there? 

Mr. Suartro. Indeed I do. I would be delighted to cite the lan- 
guage. 

Mr. Asutey. I say you did not in your statement. Let me ask you 
this question: With the development of the St. Lawrence Seaway it is 
certainly true that oceangoing vessels are going to be coming into the 
Great Lakes for the first time, is that not true? 

Mr. SuHartro. That is right. They get no special premium for 
doing this. 

Mr. Asutey. Do I understand there is going to be a special premium 
for Great Lakes vessels who by the same token have turned about, and 
turnabout is fair play, are going to utilize the St. Lawrence Seaway to 
get to salt water ? 

Mr. Suaprro. You gave them the premium in 1950. 

Mr. Asutey. In other words, what you are saying: Because recon- 
version to sweet, water use was greater than conversion to ocean use, 
that it was proper for the Congress, at least. as their intent has been 
construed, to lock up that vessel in the Great Lakes perpetually. That 
is what you are saying? 

Mr. Suarrro. That is the basis on which the Congress acted, not 
what Iam saying. You voted in favor and so did other members of 
this committee, vote in favor of a bill that said, “Exclusive use on the 
Great Lakes.” 

Mr. Asuiey. You have testified, and so has Congressman Blatnik, 
with respect to congressional intent. I am perfectly willing to have 
the record stand with respect to what the congressional intent was 10 
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ears ago. I am not going to go into that any further at this time. 

I would like to ask you one further question: You say on page 2 of 
your statement : 

j I should like to point out at this time that serious objection to this liberal 
treatment was voiced during the course of those hearings. 

Mr. Suariro. That is right. ‘ 

Mr, Asutey. By whom was that serious objection voiced ? : 

Mr. Snariro. By the then National Federation of American 
Shipping. 

ae han. Yes. 

Mr. Suariro. Again, a group of ocean-ship owners. ee 

Mr. Asutry. Exactly so, of ocean-ship owners. What district did 
Mr. Allen represent in the Congress ? 

Mr. Suartro. California, a waterfront area, a coastal area. 

Mr. Asuiey. That is all I have, Mr. Chairman. 

Mr. Zetenko. Mr. Ray ? 

Mr. Ray. No questions. 

Mr. ZeteENKO. May I first determine whether Mr. Mailliard has any 
questions? Then you may proceed, Mr. Shapiro. _ 

Mr. Martuiarp. I have some questions I would like to ask. 

Mr. Shapiro, I understand the logic of your position from your 
point of view, but geting to the question of equity, you take a C4—A 
vessel that was purchased by one of your member lines under the Ship 
Sales Act. Could you tell us approximately what the total investment 
would be in that vessel today ? 

Mr. Suariro. I really could not. 

Mr. Matiiiarp. You ought to be able to. You have quoted some 
figures here about what the cost of the vessel was and what they were 
sold at. 

Mr. Suariro. That is right. 

Mr. Mariuiarp. In one instance you mentioned a $64,000 class al- 
lowance. The thing that is missing here is, what additional cost, if 
any, was there on the average to putting these ships in position to 
operate ¢ 

Mr. Suapiro. I regret that I cannot give you a specific figure, but 
I can assure you that they invested money in accordance with their 
own concepts of what they wanted out of the vessel beyond that which 
was allowed them under the class allowance. I just do not have the 
figures. 

Mr. Matti1arp. Would you know enough about it to say how you 
think it might compare with the total investment of four million and 
a half, roughly, in this vessel ? 

Mr. Suariro. I would say it was much less than four and a half. 

Mr. Matturarp. Then in what way are they going to be injured 
competitively ? 

Mr. Saptro. They are only going to be injured competitively in 
this way: If the operator of this vessel under this bill undertakes to 
do what he indicated he would like to do or has in mind, I do not 
think they will be hurt, but here is what I am concerned about: There 
isnothing to prevent this vessel from going out into direct competition 
with salt water operators by putting these messing facilities into a 
passenger vessel and then you have a passenger vessel in the ocean- 
going trades, which may or may not ever get back into the lakes, de- 
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pending on how good the business is in the oceangoing trades, in 
direct competition to vessels that were built under subsidy, that are 
operating under subsidy and some that are not operating under sub. 
sidy. 

Mr. Mariurarp. Even so, if they want to convert this vessel so that 
it can be used as a regular oceangoing passenger vessel it will cost q 
substantial amount of money, would it not? 

Mr. Suariro. I understood something in the neighborhood of a mil. 
lion dollars. 

Mr. Mariui1arp. You mean to say you think you could take this shi 
and put permanent passenger accommodations for anything in the 
neighborhood of a million dollars? 

Mr. Srartro. I was 

Mr. Maiiur1arp. Wait just a minute, if you please, Mr. Shapiro, | 
am trying to ask you a question. 

Do you honestly believe this could be turned into an oceangoing pas- 
senger vessel for anything in the neighborhood of a million dollars? 

Mr. Sapiro. I was amazed at the lowness of the figure. I think 
I heard it when I was sitting back there. 

Mr. Mattirarp. We have not had any testimony on this. 

Mr. Suartro. I will go through the record and see where I can find 





it. 

I lieard the reference to a million dollars to convert this vessel, 

Mr. Marurarp. The only reference to a million dollars was the 
question of the other five vessels being converted to the extent that 
they would be certificated for ocean transportation. 

Mr. Suarreo. Perhaps that was the reference. 

Mr. Marturarp. And it was said upward of a million dollars, | 
think it would be considerably upward, myself. 

Mr. Suaprro. I do, too. 

Mr. Matiuiarp. Well, you cannot shed any light on what the cost 
might be to convert this to anything but a short haul operation? 

Mr. Sxaptro. I will give you my guess, but it is purely my guess, 
This could be run, I would suspect, in the short Caribbean, Gulf- 
Caribbean trades for conversion cost of perhaps $3 million. 

Mr. Maru1arp. Assume that figure is correct. That would put the 
total investment in the vessel up to $714 million. From my own 
knowledge of other American-flag vessels, I fail to see where this could 
be competitive with anything that flies the American flag, even with 
such a conversion and where it might be competitive, it strikes me that 
the disadvantage would be all with the owner of this ship because his 
investment would be greater. 

It is true there are some American-flag passenger vessels operating 
now on longer hauls that are new and that represent substantially 
more investment, but they are new ships, whereas this ship is not. 

It looks to me like you are reaching awfully far to show where this 
could be in any way damaging. 

Mr. Suaprro. There are war-built vessels that are operating out of 
the gulf in the passenger service, war-built vessels, Alcoa Clipper, 
Alcoa—well, the three Alcoa ships, Clipper is one, Cavalier is the other. 
There is a third war-built vessel, smaller vessels than this, by the 
way. 
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[ understand they operate very successfully in that passenger busi- 
ness. I pick that as an instance that you do not have to have in all 
trades a modern, up-to-date vessel in order to be a competitive vessel. 

Frankly, if, and here is the point that I cannot quite understand, 
the Congress passed a bill in 1950 and it said certain things—now you 
are seeking to change it. I would “ that this committee change 
it in light of the information that has been presented to it by way of 
change. That is, we are speaking about the one vessel, not all six. 
[ would like to see that as an amendment. As the second point, we 
were told, and the only thing we were told, no restrictions on its trad- 
ing area; that if it remains in operation as basically the same kind of 
vessel that it is now, that is, the short trades to which you addressed 
the question of Mr. McKee, with no sleeping accommodations, it is 
noncompetitive and a great deal of my fears, if not all of them, dis- 
appear, and if this is the intended operation, I would like very much 
tosee the committee so specify. 

Mr. Maruu1arp. Even assuming that your fears are justified that it 
might be converted to some other type of use, I am at a loss to figure 
out how this could possibly be injurious to” any other American 
operator. 

Mr. Suarro. If there are more ships on a particular trade that a 

resent American operator is operating in passenger service, obviously 
it must be injurious, except of course if the passenger level is so high 
that everybody can fill every space they want. 

Mr. Mariurarp. As a nonsubsidized vessel it seems to me this would 
have some difficulty in competing with subsidized vessels. 

Mr. Suartro. Alcoa’s three ships out of the gulf are nonsubsidized. 
I picked those three because they came to mind. 

Mr. Marnirarp. So your fear would be that this ship conceivably 
could be converted to be in direct competition with those vessels ? 

Mr. Suartro. I know that physically they can be. There is no 
question about that. 

Mr. Martirarp. What about economically ¢ 

Mr. Suartro. So far as economically, even the people who propose 
this bill apparently do not think it is possible because they say they are 
going to stay in this nonsleeping accommodation trade. 

Then they are noncompetitive in my opinion, and let the bill so 
specify. As far as I am concerned, everybody is happy. 

Mr. Mariitarp. Have you had any discussions with the people who 
own these vessels ? 

Mr. Suapiro. Friday night on the phone with Mr. Marvin Coles, 
who is counsel for Mr. McKee. 

Mr. Mariurarp. It strikes me, Mr. Chairman, that on the one hand 
we have a very practical situation where people need some assistance 
to stay in business on a reasonable basis and on the other hand we 
have some rather vague fears as to what might eventuate. 

I hope maybe these people could get together and come up with a 
bill that everybody could agree upon. 

Mr. Suaprro. Mr. Mailliard, if I may, I understand the assistance 
angle and am grossly sympathetic with it. If the operation can 
continue on the basis that the committee has been informed it intends 
to continue, that is fine with me. It is fine with my organization. If 
we are told, or if the committee is told to pass this piece of legisla- 
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tion because it is noncompetitive and noncompetitive because they 
are not going to put sleeping accommodations on it, and then turn 
around and put sleeping accommodations on it, naturally you cap 
understand our fear. If the committee provides those sleeping ae. 
commodations will be put on it, therefore, in my opinion, and I think 
in the opinion of everybody else, if it is noncompetitive with some. 
body else, there is no issue. 

Mr. Maituiarp. Except maybe our objective to have this ship con- 
tinue to operate successfully flying the American flag and if it, too, 
has sleeping accommodations and could be put in service in such wa 
as not to be injurious to any other American operator, I would be 
all for it. 

Mr. Suariro. I would, too. It is the point of injury I am con- 
cerned with. 

Mr. Matriuiarp. Can you give us some positive suggestion to amend 
this bill so that it would be useful ? 

Mr. Suartro. Yes, I can. 

Mr. Maruu1arp. I do not refer to the statements that you want this 
restriction, and I think I can speak for the other members of the 
committee, I think we want the less-restrictive bill which would give 
protection to those entitled to it. 

Mr. Suarrro. I would leave that in the hands of the Maritime Ad- 
ministration by saying roughly as follows: 

Providing such vessel enters into trade not in competition with existing oper- 
ators who purchased vessels or are operating vessels of a similar type purchased 
under the Ship Sales Act of 1946. 

Mr. Mazu1arp. Is there precedent for this type of language in 
legislation ? 

Mr. Suartro. Of course there is precedent throughout the 1936 act, 
where you will subsidize an operator only if the service is essential 
and does no jeopardy to those who are already rendering the service. 
It is replete throughout the 1936 act. 

Mr. Mariurarp. Thank you. 

Mr. Suariro. I will leave that judgment in the hands of the Mari- 
time Administration, gladly. 

Mr. ZecenKo. No further questions? 

Counsel has several questions. 

Mr. Drewry. Mr. Shapiro, of course you are aware that there were 
many cases where very substantial allowances were made to purchases 
of ships under the Ship Sales Act. 

Mr. SuHaptro. Yes, sir. 

Mr. Drewry. I have a list here which shows in at least a couple of 
cases where the allowance was 99 percent. 

Mr. Suarrro. Yes, sir. 

Mr. Drewry. Those are two passenger and cargo vessels. 

Mr. Suaprrro. Yes, sir. 

Mr. Drewry. I believe when the National Federation of American 
Shipping appeared before this committee in 1950, your organization 
absorbed the functions of the federation ? 

Mr. Suaptro. Yes, sir. 

Mr. Drewry. Appearance was there made on the basis of principle. 
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Mr. Suariro. That is right. I might add at this time, I disagreed 
with that principle at that time. I thought the act of 1950 was quite 

uitable. ae 

Mr. Drewry. The two points were that the legislation would violate 
the one-price policy and that the shipping securities of salt-water 
operators and owners would be affected. 

Mr. Suaptro. Yes. 

Mr. Drewry. Has there been any adverse effect in the past 10 years 
asa result of this legislation ? 

Mr. Suarrro. Adverse effect ? 

Mr. Drewry. Yes. 

Mr. Suartro. None, tomy knowledge; no. 

Mr. Drewry. As far as the one-price policy is concerned, do you 
agree or disagree with the concept that the percentage allowance made 
on conversion is in principle the same as the percentage allowance on 
reconversion ¢ 

Mr. Suartro. Do I agree with the principle? I am sorry. 

Mr. Drewry. One concept is that the conversion of a vessel from 
salt water to sweet water, is the same principle as reconversion from 
one salt water use to another. 

Mr. Suarrro. I think basically it is. You are giving each man the 
vessel he wants to operate in his own salinity of water, so to speak. 

Mr. Drewry. Then how did these people get any greater break than 
did the purchasers of the Delta Argentina and Delta Brazil, two pas- 
senger vessels ? 

Mr. Suaptro. Only in this sense, not in terms of the dollars and 
cents. They got it because the Congress on the basis of language which 
specifically says, “exclusive use on the Great Lakes,” saw fit to make 
these allowances. I did not argue with that determination. I would 
like not to rehash it if I possibly could, because I think that basically 
that was sound, but it gave it to them on the basis of exclusive use on 
the Great Lakes. 

Mr. Drewry. They wanted to build up the Great Lakes trade. 

Mr. Suartro. That is right. Now, I am simply hypothecating, had 
they said, at that time, “Give us these allowances when we operate in 
sweet water, but 4 or 5 or 6 or 10 years from now the seaway may be 
open, and we will operate in the ocean trade,” I am quite convinced 
this Congress of the United States would never have been that liberal, 
and the record of the hearings is replete with this. The only reason 
people were as generous as they were—forget the use of the word 
“generous”—the only reason they did what they did, by setting up dif- 
ferent standards for sale to sweet water than they did to salt water, 
was because they were convinced that there was no competition in- 
volved for the oceangoing operators who may or may not have pur- 
chased identical vessels. 

That was the basis on which it was done. Now we are forgetting 
that basis. The seaway has nothing to do with this except this is the 
first time they can use these vessels in the oceangoing trades. 

Mr. Drewry. Is there any difference in principle between this case, 
where legislation is required, and the case in which the subsidized 
— seeks a change in the trading limitations in his operating 
subsidy ? 











32 MERCHANT MARINE LEGISLATION 


Mr. Swapiro. Yes; there is one basic difference, and that is, some. 
body examines very closely the particular operation, the particular ng. 
ture of the voyage or the sailing operation, who he is competing with 
and who he is not competing with, and what harm this will do wit) 
two other operators. 

Here you are not setting up any of these standards. You are just 
telling them, “Go.” If he wants to go with the nature of the vessel he 
is now talking about, no sleeping accommodations, which I label as 
standard to label him “noncompetitive,” then I say “No.” 

Mr. Drewry. Asa practical matter, considering the age of the ships 
you do not challenge the statement concerning the investment that 
1as gone into it up to now ? 

Mr. Suarrro. No. I would have no reason to challenge how much 
he put in his vessel, none whatsoever. 

Mr. Drewry. You are familiar enough with the shipbuilding indys. 
try to have, probably, as I do, a rough concept of what it would cost 
to put in a full set of sleeping accommodations to convert the ship} 

Mr. Suarrro. Yes. That begs the point. The point is really very 
simple. If he goes into the oceangoing trades and decides that he can 
under this legislation stay in the oceangoing trades 12 months a year, 
he has gotten $1,500,000, roughly, from the Government that nobbde 
else got when they went into the oceangoing trade. ; 

Mr. Drewry. Would it be all right to say that the people who got 
the ocean vessels be restricted from going into the Great Lakes? 

Mr. Suartro. No, no; but it also would not be all right to say now 
that they are going into the lakes, give them a break for going into 
the lakes, and one of the breaks is, as I mentioned, a stern anchor, 
In 12 months they will have to have a stern anchor. American Export 
bought a vessel for the oceangoing trades. The seaway opened; 
they go into the lakes. They will need $40,000 to put a stern anchor 
on, I suspect, very soon. 

Can they come back to the Government and say, “We are now 
operating in sweet water as well as in salt water. We did not need 
astern anchor. You did not give us any reconversion allowance or any 


Dee 


allowance whatever for a stern anchor; how about giving us a stern | 


anchor allowance right now?” I think that would be grossly unfair. 

Mr. Drewry. Maybe by the same token these people should get 
a further allowance for converting their ship to sleeping accommoda- 
tions. 

Mr. Snaptro. For converting the ship to sleeping accommodations! 
There is nothing to prevent them from getting a further allowance, 
as near as I can figure. 

Mr. Drewry. The status is the main thing. Congress is the main 
thing to prevent them from doing it. 

Mr. Suariro. But if they get into the oceans, they can come fora 
conversion allowance and perhaps Maritime will give it to them if 
the basis is good enough. 

Mr. Drewry. That is all, Mr. Chairman. 

Mr. Zetenko. Mr. Ashley has another question. 

Mr. Asutry. You talk about the special privilege, the big advan- 
tage that has been accorded the Aquarama as against oceangoing 
converted ships. 


What about these two ships that Mr. Drewry mentioned, the Delta | 


Argentina and the Delta Brazil? 
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When we are talking about the Aqguarama, we are talking about a 
ship that was purchased under the Ship Sales Act; are we not? 

Mr. Suaprro. Yes. 

Mr. Asutey. The allowance granted the purchaser in the case of 
the Aquarama was 90 percent; is that not correct ? 

Mr. Suaprro. That is right. 

Mr. Asutey. Where is their treatment so much greater than these 
two ships that I have just mentioned that received a 99-percent allow- 

ce! 
"ie. Suarriro. Mr. Ashley, you have got to understand the basis 
for the allowance. The Delta Argentina and the Delta Brazil were in 
such bad shape for the oceangoing services that the Government gave 
them the allowances to make them ocean going vessels. This took 99 

reent, as counsel said. I do not remember the figure. The Ship 
Bales Act said you should get a standard ship. This ship was so far 
below standard for the oceangoing trades that it took a 99-percent 
allowance in order to bring it up into oceangoing standards. Some 
ot 85, some 99, some down to 35, which was the minimum. This was 
Ease of the condition of the vessel. 

Now you took a salt water vessel and you said: “The condition of 
this vessel for salt water—it was built as a salt water vessel, it was 
used in the salt water trades—the condition of this vessel for the 
salt water, which is the only authority under which we have to sell 
it, is such that it is not an economical purchase for a sweet water 
operator.” So they came and told you, “We will operate these vessels 
exclusively”—and never get over that word “exclusively”’—“in the 
Great Lakes trade,” and when you operate a vessel exclusively in the 
Great Lakes trade, you need quite a different vessel. Now, we have 
to give this man a very substantial allowance, and he got it. 

Mr. Asuitey. Did the Government ever pay individuals or com- 
panies to take these ships off their hands? 

Mr. Suartro. Did they pay them to take them off their hands? 

Mr. Asuiry. Yes, say: “Take these ships and also give us some 
money besides.” 

Mr. Suarrro. I am not aware of that. 

Mr. Asutey. As far as these two vessels I mentioned, they came as 
close as they could, because they gave them a 99-percent allowance. 
They gave the McKee a 90-percent interest; is that correct? 

Mr. Suaptro. That is correct. 

Mr, Asuiey. That is as far as we need to go on that. 

Mr. Martitarp. Would you yield? 

Mr. Asuuey. Yes. 

Mr. Maruutarp. Is there anything, now that the seaway is open, to 
revent these ships Mr. Ashley is talking about to go into the Detroit- 

leveland trade? 

Mr. Suaprro. Oceangoing vessels? 

Mr. Marirarp. Yes. 

Mr. Sapiro. Only the physical limitations. 

‘ ar. Martuiarp. Is that not just about the same situation we have got 
ere? 

Mr. Suartro. Yes, but you sold the vessels, the Brazil and Argen- 
fa, you sold them to make them salt water vessels up to standard. 
You did exactly the same thing. 
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Mr. Maruirarp. What is to prevent them from going into competi- 
tion in the Great Lakes trade? 

Mr. Suariro. What is to prevent them, besides the nature of the 
vessel and their restriction in the trade route because they happen to 
be subsidized vessels? Nothing. 

Mr. Matturarp. Let us take your Alcoa vessels you talk about, 
They could go into the Great Lakes trade, could they not? 

Mr. Suarrro. Yes, but they did not get any money from the Gov. 
ernment for it. 

Mr. Marii1arp. Did they get a reconversion allowance? 

Mr. Suaptro. Not for sweet, only salt. 

Mr. Martiiarp. Regardless of the water, did they get money to con- 
vert the ships to the trade? 

Mr. Suartro. Yes, for their trade, the salt water trade. 

Mr. Marit1arp. You do not feel there is any danger they would go 
in and compete on the Great Lakes because it is not very practical 
for them to do it; is that correct ? 

Mr. Suarrro. That is correct. 

Mr. Maii1arp. Is not the same thing true of this vessel ? 

Mr. Suariro. No. I apparently am not getting that point across, 

Mr. Maruutarp. I do not think there is a point to get across, 

Mr. Sapiro. Maybe there is a difference of opinion on that, Mr. 
Mailliard, but the point I am trying to make is that these people got 
salt water vessels, to operate in the salt water and you gave them an 
allowance. 

Mr. Mariurarp. We have been over that, but what difference does it 
make what kind of water it is when the Government participated in 
both these programs, as I see it, on a comparable basis to put alige out 
of the boneyard into service ? 

Mr. Suarrro. Yes. 

Mr. Marur1arp. Now we have a situation whereby the ships that 
were converted for the salt water trade can go into the fresh water 
trade, but you do not think the ships converted for the fresh water 
trade ought to be allowed in salt water ? 

Mr. Suaptro. It is the basis of what the Government did. The 
Government did this exclusively on the basis of the Great Lakes. 

Mr. Mariiizarp. Perhaps they did; but they also did it on the basis 
of exclusively in salt water because the other ships could not get into 
the Great Lakes. 


Mr. Suartro. No. They gave them a salt water ship which was | 


what they had in the first place. 

Mr. Asutry. We have been over that. 

Let me ask one or two further questions here. 

Mr. Mar1arp. I am lost. 

Mr. Asutry. You mentioned the three Alcoa ships. Do these fly an 
American flag, or are they registered foreign ? 

Mr. Suartro. Yes, American-flag vessels. 

Mr. Asuiry. Your association is comprised of 50 American-flag 
companies, steamship companies ? 

Mr. Suaptro. Yes, sir. 


Mr. Asuiey. How many of those are companies that operate exclu- | 


sively on the ocean ? 
Mr. Suariro. Exclusively on the ocean ? 
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Mr. Asuiey. Yes. 

Mr. Suarrro. All of them operate exclusively on the ocean. 

Mr. Asuiey. None of them are Great Lakes companies like Is- 
brandtsen, T. J. McCarthy ? 

Mr. Suariro. No. I must say by way of explaining that, American 
Export Lines and Grace Lines 

Mr. Asutey. Just got in. There are one or two; is that right? 

Mr. Suartro. That is right. 

Mr. Asuuey. That is all I have. 

Mr. ZeLenxKo. If there are no further questions, thank you. 

(The following was furnished for insertion :) 





STATEMENT OF HON. Etrorp A. CEDERBERG, OF MICHIGAN 


Mr. Chairman, during my service on the Merchant Marine and Fisheries 
Committee I learned of and supported the needs of an American merchant 
marine. As a Representative from a Great Lake State, I have also been aware 
of the importance of American shipping operations on the lakes. Now that 
the St. Lawrence Seaway has become an accomplished fact I am daily more 
convinced of our Great Lakes shipping needs. I am also increasingly aware 
that the merchant marine needs of our coastal areas and those of the Great 
Lakes have now been largely joined. It is against this background that I urge 
this committee and the Congress the enactment of H.R. 4011, or of a similar bill 
introduced by my Great Lakes colleagues. 

May I tell you briefly the shipping problems with which we on the Great 
Lakes have been faced. In the first place, there has never been a Great Lakes 
company given an operating subsidy; and it is only in the past few months that 
two American companies have been given subsidy contracts to service the Great 
Lakes area. To the best of my knowledge, no vessel has ever been built on the 
Great Lakes with the benefit of a construction-differential subsidy. So far as 
I can determine, the Great Lakes vessels have never had any benefits from the 
legislation giving to American ships at least 50 percent of our foreign aid cargo. 
At a time when our Government sold over 1,000 American warbuilt ships to 
foreigners and nearly that number to Americans at favorable price terms, only 
lship had been sold for use on the Great Lakes. 

Whereas the American and foreign ocean fleets had been rebuilt at the end of 
the war through the purchase of these Government-owned vessels, none of these 
benefits had accrued to the Great Lakes ship. Recognizing the need for the 
sale of some war-built ships to the Great Lakes, the Congress in 1950 enacted an 
amendment to section 12 of the Merchant Ship Sales Act of 1946 just before 
it was due to expire. The purpose of this amendment was to permit war-built 
vessels to be sold for Great Lakes use on the same practical basis as they were 
available for sale for use on the high seas. Even this legislation did not have 
the desired effect ; for when Great Lakes owners sought to purchase ships under 
the amendment for use in the passenger and freight trades, the Navy felt it 
could not permit their being taken into the lakes as there would be no way in 
which they could be brought out again in the event of war. Finally, however, 
the Navy and the Maritime Administration agreed to sell six ships for Great 
Lakes use under the new amendment provided that five of the six ships would 
be converted into bulk carriers which were needed on the Great Lakes to service 
the steel industry shortage caused by the Korean emergency. Only one ship 
was made available for use as a passenger and freight vessel. 

Not only was the purpose of the amendment largely defeated by the ore car- 
rier restriction, but the desire to make ships available on the same terms as to 
ocean buyers was not realized. Of the five ships bought for bulk carriers, the 
owners were required to cut off and scrap the entire vessel, except the engine- 
room section, and to build on new sections almost 600 feet in length. Actually, I 
am told that the completed cost to the buyers of these ships bought from the 
Government was greater than new ships of similar type and carrying capacity 
built on the lakes at the same time and for the same purpose. 

As for the Aquarama, the owners utilized the engine and the hull skin. To 
complete the ship, however, they expended a total of $4%4 million. Since her 
completion, she has been serving one of our most important Great Lakes trades 
between the cities of Detroit and Cleveland. 
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The above facts concerning the plight of American shipowners on the Great 
Lakes, and their failure to receive the same benefits which American ocean 
operators obtain, is not said with any sense of complaint. It is merely intended 
to show that in the past our Great Lakes fleet has not had the many benefits 
which the Congress has most properly made available to our ocean shipping 
It is submitted to you with a dual purpose. First, I hope that it will be used 
as a Starting point for the committee to consider what steps are necessary to 
encourage the building of American-flag ships for Great Lakes use. Second, it 
is to give you the background of the presently pending legislation and to show 
the inherent fairness of that legislation. 

When the legislation authorizing the sale of the Aquarama was before the 
Congress, it was designed clearly to set forth that the purpose was to aid shipping 
on the Great Lakes. At that time the restriction imposed in the legislation which 
limited the use of the ships to Great Lakes waters imposed no hardship on the 
vessels or their owners. For, while Great Lakes ships could not compete on 
the ocean, it was also equally true that war-built vessels sold under the Ship 
Sales Act for ocean use could not enter the lakes. Today that situation jg 
changed. Certainly it is fair and proper that American ships purchased for 
ocean use should be permitted to navigate the Great Lakes. I suggest to the 
committee that it is equally fair and proper that American ships previously 
limited to Great Lakes use should be permitted to operate on the oceans, For 
that reason I submit that the committee should remove the existing restriction 
on the Aquarama and permit that vessel the same freedom of operation as is 
permitted to all other American ships physically capable of ocean as well as 
lakes navigation. 

In further support of this position, may I point out that the Aquarama is 
the only vessel which is so burdened by a restriction of this kind. Under the 
Ship Sales Act, the Congress specifically prohibited any restriction being placed 
on the normal operation of vessels sold thereunder. Of the six vessels sold 
under the Great Lakes amendment, the five converted to ore carriers are not 
structurally capable of navigating on the oceans. I am informed that these ships 
would not be permitted by our certificating authorities to sail the oceans unless 
they were completely rebuilt. And I am further informed that the cost of 
rebuilding these vessels so as ot permit them to sail the oceans would probably 
be as great as the $6 million per ship which they cost for converting to Great 
Lakes use. 

Thus, the enly American vessel which is restricted from operating on the 
oceans today is the Aquarama. Needless to say, gentlemen, I think this restric- 
tion in all fairness should be removed. 

May I also point out that the owners of the Aquarama tried to make a success 
of their venture within the limits of this restriction. They have furnished the 
people of the Great Lakes as fine a ship as there exists anywhere in the world. 
They have given a superb service to our citizens. Despite this, the venture has 
been a financial failure. I am informed that in her two seasons of operation 
the revenues of the vessel have been less than her out-of-pocket operating costs. 
Her owners have not earned interest, amortization charges, or any repayment 
on their large investment. This has not been through any fault or any lack of 
need for the service. It has been caused solely by the fact that weather condi- 
tions limit demand for the service of this vessel to roughly 3 months of each 
year. 

What the pending legislation would do would be to permit this vessel to be 
used outside the lakes in a service suited to her characteristics during the 
remaining period of the year. By permitting her to earn during these other 
months, continuation of her Great Lakes service is assured. If not permitted 
to operate in the offseason, I would question how much longer a reasonably 
prudent businessman would be willing to maintain this operation in view of 
the large out-of-pocket losses which result from her short season operation. 

This is a bill which I urge be enacted upon grounds of fairness and equity. 
It is also a bill which warrants support as a means of maintaining a much-needed 
Great Lakes service. Lastly, I suggest to you that enactment of this bill is in 
complete accord with the program of this committee in building and maintaining 
the American merchant marine. Enactment of this legislation will, moreover, 
accomplish its objective without any cost to the Government. I sincerely hope, 
therefore, that the committee and the Congress will enact the pending bill into 
law. 
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Mr. ZetENKO. The committee will now consider H.R. 6815. 
(The bill follows :) 


[H.R. 6815, 86th Cong., 1st sess.] 


A BILL To amend title 46, United States Code, section 601, to clarify types of arrestment 
prohibited with respect to wages of United States seamen 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That title 46, United States Code, section 
601, is amended by adding at the end thereof the following: “And provided fur- 
ther, That no part of the wages due or accruing to any seaman on a vessel en- 
gaged in the foreign, coastwise, intercoastal, or noncontiguous trade shall be 
withheld pursuant to the provisions of the tax laws of any State, Territory, pos- 
session, or Commonwealth, or a subdivision of any of them.” 


Mr. ZeLENKO. The first witness is Admiral Ford. 


STATEMENT OF WALTER C, FORD, DEPUTY MARITIME ADMINIS- 
TRATOR, DEPARTMENT OF COMMERCE—Resumed 


Mr. Forp. The bill would amend title 46, United States Code, sec- 

tion 601, which forbids the attachment or arrestment of the wages of 
a seaman for any other reason than a court order regarding the pay- 
ment of support and maintenance for a wife and minor children, by 
adding a proviso at the end of the section to state: 
That no part of the wages due or accruing to any seaman on a vessel engaged 
in the foreign, coastwise, intercoastal, or noncontiguous trade shall be withheld 
pursuant to the provisions of the tax laws of any State, territory, possession, 
or Commonwealth, or a subdivision of any of them. 

The Department does not object to favorable consideration of the 
bill, subject. to considerations referred to hereinafter. 

The bill, if enacted, would prohibit the withholding from a sea- 
man’s wages for State, territory, or Commonwealth taxes. 

The very nature of the steamship industry is transitory. A vessel 
under the U.S. flag generally will have seamen from many different 
States as crewmembers who may “sign on” a vessel at different ports 
or at different times. The burden of determining the State residence 
of each crewmember for the withholding of State or local taxes from 
the seamen’s wages would piace a complex bookkeeping problem upon 
the steamship companies. ; 

This problem would become even more intricate if several States and 
municipalities should establish a nonresident tax on wages earned 
at their respective localities, and require the withholding of taxes 
from the wages of seamen on money earned as salary or otherwise 
for the period a vessel would be in waters under the State’s jurisdic- 
tion. Vessels frequently put into ports of several States on a voyage, 
and vessels in the coastwise trade stop at many different U.S. ports. 
In this instance a multiplicity of tax deductions would be made from 
the wages of the individual seaman, who might also be taxed on in- 
come by his State of residence, 

The validity of a State law requiring withholding for tax purposes 
from a seaman’s wages is at present uncertain. 

In Alaska Steamship Co. v. Mullaney (D.C. Alaska 1949, 84 F. 
Supp. 561; affirmed C.C.A. 9, 1950, 180 F. 2d 805), the court did not 
consider the Alaska withholding provisions to be improper, despite the 
Federal statutes (46 U.S.C. 597, 599, 600, 601, and 605) which relate 
to payment of seamen’s wages in full without deduction, free from 
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attachment or assignment, and otherwise “protect” seamen’s wages 
The circuit court did not consider that the withholding requirement 
affected the “exclusive Federal jurisdiction” and, further, indicated 
that “no principle of admirality requires uniformity of State taxa. 
tion.” The Alaska decision cited, but did not follow, American. 
Hawaiian Steamship Co. v. Fisher (D.C, Oreg. 1948, 82 F. Supp. 193) 
which held a similar withholding provision of the Oregon income 
tax law invalid as applied to seamen since it provided for “attach. 
ment or arrestment” of seamen’s wages prohibited by title 46, United 
States Code, section 601. 

This Department does not comment on the question of the inter- 
relation of State and Federal statutes involved, which would appear 
to be matters primarily for the Departments of Treasury and Justice, 

This Department subject to the views of the Departments of 
Treasury and Justice has no objection to the favorable consideration 
of the bill. 

Mr. ZeLENKO. Are there any questions? 

Mr. Asutry. No questions. 

Mr. Zecenko. If there are no questions, thank you, Mr. Ford. 

Mr. Shapiro, please. 


STATEMENT OF ALVIN SHAPIRO, VICE PRESIDENT, AMERICAN 
MERCHANT MARINE INSTITUTE, INC.—Resumed 


Mr. Sapiro. My name is Alvin Shapiro. I am vice president of 
the American Merchant Marine Institute, Inc., a trade association 
representing over 50 U.S. steamship companies operating about three- 
fourths of our entire American-flag fleet or some 6,500,000 tons of 
passenger, tanker, dry cargo, and collier vessels in the domestic and 
foreign trades of the United States and employing many thousands 
of merchant seamen. 

I am appearing in support of H.R. 6815, H.R. 6832, and H.R. 6933, 
identical bills to amend title 46, United States Code, section 601, so 
as to clarify types of arrestment prohibited with respect to the wages 
of U.S. seamen. 

This is a matter of utmost importance and urgency to the steamship 
industry, and it is one for which we appeal for prompt congressional 
action for the solution of a most difficult problem. 

The need for this legislation has resulted from the conflict between 
the provisions of Federal law protecting the wages of seamen from 
“attachment, encumbrance, or arrestment” and the provisions of State 
tax laws which would require withholding of local taxes from the 
wages of seamen. 

Section 601 of title 46 of the United States Code (act of March 4, 
1915, pt. 12) provides that— 

No wages due or accruing to any seaman * * * shall be subject to attach- 
ment or arrestment from any court, and every payment of wages to a seaman 
* * * shall be valid in law, notwithstanding any previous sale or assignment of 
wages or of any attachment, encumbrance, or arrestment thereon; and no 
assignment or sale of wages * * * shall bind the party making the same, 
except such allotments as are authorized by this title. * * * 

Title 46, United States Code, section 596 (R.S. sec. 4529, as 
amended; act of Mar. 4, 1915, sec. 3) provides that every owner 
or master who refuses or neglects to make payment of a seaman’s 
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(within 2 days after the termination of the agreement under 


wa a 
which he popes on a coastwise voyage and within 4 days after he 


has been discharged on a foreign or intercoastal voyage) shall pay to 
the seaman a sum equal to 2 days’ pay for each and every day during 
which payment is delayed beyond the aforementioned periods. 

A number of States have enacted withholding provisions in their 
income tax laws and, in the last few months, two important maritime 
States, New York and Massachusetts, have enacted such provisions in 
their tax laws. The New York withholding provisions were made 
effective April 1, 1959, and those of Massachusetts, February 15, 1959. 
The income tax laws of a number of other States contain similar pro- 
visions and there is a possibility, if not a likelihood, that the device 
will spread to other States and territories and their subdivisions, 
such as municipalities. 

A serious question has arisen as to the legality of applying the with- 
holding provisions of State tax laws to the wages of seamen in the 
face of the requirements and penalties of the Federal statutes regu- 
lating the payment of seamen’s wages. In American-Hawaiian 
Steamship Co. v. Fisher (82 F. Supp. 193 (D. Ore. 1948) ), the pro- 
visions of the income tax law of the State of Oregon requiring em- 
ployers doing business in that State to withhold a percentage of the 
wages of seamen who were domiciled or were statutory residents of 
Oregon and to pay the amount withheld to the tax authorities of the 
State were held invalid as applied to wages of seamen on the ground 
that they provided for an “attachment” of wages of seamen prohibited 
by title 46, United States Code, section 601. On the other hand, in 
Alaska Steamship Co. v. Mullaney (180 F. 2d 805 (9th Cir. 1950)), 
the court held that the withholding provisions of the income tax law 
of the Territory of Alaska could be applied to the wages of seamen. 
However, this latter case does not appear to be determinative of the 
right of a State to require withholding of taxes from wages of seamen 
since the taxing authority granted to the Territory of Alaska was 
derived from congressional enactment, and it can soundly be argued 
that the Congress had acted and granted this power to the Territory 
of Alaska over and above the provisions of section 601, but that no 
such power has been granted by the Congress to any State. 

Furthermore, seamen’s wages were exempt from the withholding 
provisions of the Federal Internal Revenue Code when those require- 
ments were first enacted. Congress later, by specific enactment, 
authorized the withholding of taxes from such wages. 

Despite the language of section 601, the States of New York and 
Massachusetts have stated that the withholding provisions of their 
tax laws are applicable to wages of seamen, and even now are insisting 
that ship operators withhold State taxes from seamen’s wages. 

The net result is that shipowners are faced not only with tre- 
mendous tax accounting problems in the practical execution of the 
withholding provisions of these State laws but, most importantly, 
with a staggering potential legal and financial liability if they do not 
withhold as apparently directed by title 46, United States Code, sec- 
tion 601, or if they do withhold as apparently required under State 
tax laws. 

_ On the issue of complexity—a vessel may stop at a number of ports 
in the United States on a single voyage. Each of the States in which 
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such ports are situated may have withholding provisions in its 
laws. In such event, it might be necessary to prepare withholdi 
tax forms for each seaman for each State for each voyage coveri 
the wages earned in each such State. And States might even soe 
to require steamship companies to withhold taxes from wages of thei 
seamen-residents discharged in ports anywhere in the world. Jy 
fact, it has been indicated that Massachusetts may seek to imposg 
such a requirement. 

Municipalities at which vessels touch might seek to impose with. 
holding on wages of seamen on such vessels. 

The case of Philadelphia is one very much in point. 

Interior States might seek to require steamship companies to with. 
hold from the wages of seamen domiciled in such States. There is no 
limit to the complexity and multiplicity of the accounting burdens 
which will surely develop. 

And these difficulties are but one aspect of the problem. Steam. 
ship companies are confronted with a potential staggering burden 
whichever way they turn, unless their dilemma is resolved by con- 
gressional action. Because of the uncertain status of the law on the 
point, if they withhold from seamen’s wages pursuant to State laws, 
they are faced with the likelihood of a multiplicity of suits by seamen 
involving a possible liability running into an astronomeal amount of 
money for failure to pay wages without deduction or arrestment, pur- 
suant‘to section 601. On the other hand, if they do not. withhold, 
their potential liability to the States for taxes not withheld pursuant 
to the requirements of the State laws and the additional penalties to 
which they could be subject could be equally great. There is no reason 
why the steamship owner, actually a disinterested party in the matter 
of tax liability and serving only as the tax-collecting agent of the 
States, should be compelled to resolve this problem at the their own 
risk. This can be done only by the Congress clarifying the types of 
arrestment prohibited with respect to wages of seamen under section 
601. 

Nor has any mention yet been made of the problems faced by the 
seaman. He would almost have to become a professional accountant 
to handle his complicated State tax affairs and he would almost in- 
evitably be subject to multiple taxation by a large number of States 
and municipalities ending up with a sheaf of income tax withhold- 
ing statements covering a multiplicity of employers, voyages, and 
States. 

It is recommended that, consistent with its long-established policy, 
the Congress enact into law the legislation now before it to make it 
clear under section 601 of title 46 of the United States Code that no 
part of the wages due or accruing to a seaman is subject to the with- 
holding provisions of the tax laws of any State, territory, possession, 
or Commonwealth, or a subdivision of any of them. 

It should be pointed out that this legislation would not in any 
way relieve the seaman of his liability to pay taxes properly due. It 
would merely continue long-established procedures for the payment 
of such taxes. 

We ask that the law be clarified so as to make certain that steam- 
ship companies can find their way out of the “box” they are now in. 
Speed is of the utmost importance, for every day it remains unre- 
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solved the predicament of the steamship companies grows increas- 
ingly more important. 

Mr. ZetenxKo. Mr. Ashley ? 

Mr. Asutey. I have no questions. 

Mr, Zetenko. Mr. Ray? 

Mr. Ray. No questions. 

Mr. ZetenKo. Mr. Mailliard. 

Mr. Marnur1arp. No questions. 

Mr. Zecenko. Mr. Shapiro, this would require, if this legislation 
were enacted, would it not, for the States to amend their regulations 
regarding seamen; that is, put them in a special class for nonwage 
earners? ‘These provisions they have in various State laws for these 
people who do not receive salaries are different from those who do 
receive salaries. 

Mr. Suariro. There may, and I am sure you probably know better 
than I, be amendments that may be required, ibly in the amend- 
ments rather than in the law of the various States, but this would 
more or less end that problem, because the Federal law supersedes 
the State law. This is in our opinion, after considerable thought on 
the matter, the cleanest, simplest, most effective way this problm can 

sibly be resolved. Otherwise, we have to wait for 48 States to do 
48 identical things. 

You know that practically never happens, 

Mr. ZeLENKO. Are there any questions? 

Mr. Drewry. Mr. Shapiro, has your counsel examined the law on 
this matter regarding the relationship between State and Federal 
powers and assessment of taxes? 

Mr. Suartiro. Yes, sir. Not only has our counsel done it, but this 
was examined very carefully by a meeting of a legal and legislative 
committee in which 24 counsel were present. There is no feeling that 
there is any problem in this area. 

Mr. Drewry. That is all, Mr. Chairman. 

Mr. ZetenKO. Thank you very much. 

Mr. Haddock is the next witness. 

Mr. Haddock. : 


STATEMENT OF HOYT S. HADDOCK, EXECUTIVE SECRETARY, 
UNITED MARITIME UNION LEGISLATIVE COMMITTEE 


Mr. Happocx. Mr. Chairman, I am appearing this morning as 
executive secretary of the United Maritime Union Legislative Com- 
mittee, which represents all merchant seamen represented in unions 
affiliated with the AFL-CIO. 

For purposes of brevity, we would associate ourselves with the 
statement made by Mr. Shapiro, the previous witness, and urge that 
the law be clarified to prevent States from deducting income tax from 
seamen’s wages. 

I think the reference he made to seamen having to become account- 
ants is well taken. Certainly, if they do not become accountants 
themselves, they will have to hire accountants to make out their in- 
come tax reports and follow through on them and try to get their 
refunds and exchequers straightened out. 
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The thing is growing very seriously, and we certainly ho 
will take prompt i to i this. i y ope that yee 

I do not know what your situation is on consideration of this meas. 
ure, but unless it is contemplated that you will report favorably the 
bill right away, we would like to have time to file a letter supportin 
this measure from the Labor-Management Maritime Committee oe 

Mr. ZetenxKo. May I assure you, Mr. Haddock, that we will try to 
consider this bill with the utmost expedition, but will give you per- 
mission and time, if you can do so within the next several days, to 
file such a letter, or any other statement. The committee is oresently 
awaiting the report of the Department of Justice on this subject and 
other interested parties. 

Mr. Havpocx. We will get in a letter in the next couple of days. 

Mr. ZeLenKo. Mr. Ray ? 

Mr. Ray. No questions. 

Mr. ZetenKo. Mr. Mailliard ? 

Mr. Matui1arp. It just occurred to me that one point in the way 
this is written is not very well clarified. Supposing there were a 
steamship operation in, let us say, in my own State, between San Fran- 
cisco and Los Angeles. It just so happens California does not have 
a withholding provision in its income tax, but if it did, would you see 
any good reason why seamen that were not operating interstate should 
have this exemption ? 

Mr. Happock. Yes. I think they would, because you would find 
seamen aboard those ships from many other States instead of just 
California. They would be confronted with the problem, not in its 
multiplicity, but the single problem, nevertheless. 

Mr. Mariuiarp. If a fellow were on a regular run within a State, he 
— almost surely become a resident within that State, would he 
not ¢ ' 

Mr. Happocr. No, sir. For example, we had the Old Bay Line, 
which operates between Baltimore and Norfolk. We had a witness 
before the Senate committee one day last week. That witness lives 
way down in Texas near the border, and this is true. As a matter 
of fact, not all of those seamen are either from Virginia or Maryland. 
Most of them are from other States. 

Mr. Mariizarp. So, as a matter of fact, this would be quite possible, 
that a fellow might be legally subject to tax in another State even 
though he was operating entirely intrastate ? 

Mr. Happocs. That is right. This is frequently the case and on 
the rivers where there is considerable operation, this is a very general 
situation. 

As a matter of fact, you rarely get a seaman—most of those opera- 
tions are out of St. Louis. I was on two boats out there last year, 
which operate out of St. Louis. Yet there weren’t more than four 
or five seamen on those boats from Missouri. 

Mr. Matiurarp. Thank you. 

Mr. ZeLENKO. Are there any further questions? 

There being no further witnesses at the present time, the committee 
will stand adjourned. The committee wishes to indicate that any per- 
sons having any interest in this legislation who are not scheduled 
as witnesses will have the right and the committee welcomes sub- 
mission of any statements on their part. 
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I have here a statement from the Pacific American Steamship 
Association, which will go into the record along with some others. 
(The statement referred to follows :) 


PACIFIC AMERICAN STEAMSHIP ASSOCIATION, 
Washington, D.C., May 18, 1959. 
Subject: Income tax withholding of seamen’s wages (H.R. 6815, H.R. 6832). 
Hon. Herbert C. BONNER, 
Chairman, Merchant Marine and Fisheries Committee, 
Old House Office Building, Washington, D.C. 

Deak CONGRESSMAN BONNER: The Pacific American Steamship Association 
is a trade association representing a large majority of the American-flag steam- 
ship lines serving the Pacific coast and, as such, we are interested in the above 
subject legislation. 

Some of our member lines serve New York ports and we, therefore, are in- 
terested in this specific problem as well as the principle involved. This proposed 
legislation would clarify confusion and ambiguities which exist as a result 
of the recent tax ruling by the New York Department of Taxation which says 
that the new withholding law requires the withholding on earnings of seamen 
who are residents of New York State; the decisions in American Hawaiian v. 
Fisher (82 Fed. Supp. 193) and Alaska Steamship v. Mullaney (84 Fed. Supp. 
561 and 180 Fed. 2d 806). In the Oregon case, it was held that withholding 
of income tax is a type of attachment and, therefore, invalid as applied to 
seamen, whereas in the Alaska case, it was held that withholding is legal. 

As the law now stands, steamship companies will have potential liability to 
incur penalties and it is felt that these bills now before your committee provide 
the best solution to this problem. 

The basic reason for our support of this legislation is to avoid existing con- 
fusion in this field and can in no way be construed as an effort to divest our- 
selves of any responsibilities to the tax authorities or to our employees. 

It is respectfully requested that this letter be made a part of the official record 
of these hearings. 

Very truly yours, 
J. MONROE SULLIVAN, Vice President. 


LABOR-MANAGEMENT MARITIME COMMITTEE, 
Washington, D.C., May 21, 1959. 
Hon. HersErtT C. BONNER, 
Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives, Washington, D.C. 


DEAR CONGRESSMAN BONNER: The Labor-Management Maritime Committee de- 
sires to go on record in support of H.R. 6815, H.R. 6832, and H.R. 6933, identical 
bills to amend title 46, United States Code, section 601. 

Apparent conflicts between certain State laws and provisions of Federal law, 
the latter having to do with protection of wages of seamen from “attachment, 
encumbrance, or arrest,” have given rise to the need for the legislation set forth 
in these bills now before your committee. 

The steamship industry is constrained under existing law and under penalty 
from refusing or neglecting to make payment of a seamen’s wages (46 U.S.C. 
sec, 596; R.S. sec. 4529, as amended; act of Mar. 4, 1915, see. 3). 

Section 601 of title 46 of the United States Code (act of Mar. 4, 1915, pt. 12) 
also provides prohibitions against attachment or arrestment of seamen’s wages in 
certain clearly specified language. 

Certain of the States have enacted withholding provisions in thir income tax 
laws. There is a possibility that this practice may also spread to territories or 
municipalities. 

We now have the benefit of the report of the Treasury Department on H.R. 
6815. The Treasury Department is not responsive to the problems created for 
steamship companies and merchant seamen by the multiplicity of State tax with- 
holding. We do not find any justification in the legislation for the statement of 
the Treasury Department that this “legislation would curb the taxing jurisdiction 
of States.” The bills before your committee do not deal with authority of the 
States to tax. They would simply prevent them from withholding taxes. Their 
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authority to tax is in no way impaired. Generally speaking, withholding is only 
a process under the authority to tax. 

H.R. 6815 and companion bills do not exempt individuals from their obligations 
to bear their fair share of the cost of supporting their State governments. The 
sole purpose of the bills now being considered is to prevent a multiplicity of State 
withholding taxes from creating almost unsurmountable bookkeeping problems 
for steamship companies and tax filing obstacles for the seamen involved, 

The laws prohibiting attachment or arrestment of seamen’s wages are of long 
standing. Certainly clarification is necessary in this particular instance, in that 
it would remove any doubt as to whether or not the several States can continne 
the problems they have already created for the companies and the seamen. 

We believe the historical practice of not permitting such withholding shoulg 
be clarified and sustained by the type of legislative action contained in the bills 
now before your committee. The bills in no wise affect the responsibility or 
obligation of seamen to pay their required taxes. 

A review of the various Federal laws and interpretations along with their pog. 
sible conflict with tax withholding laws of some of the States and the added 
burdens placed upon the steamship industry, was given in testimony by the 
American Merchant Marine Institute, Inc., before your committee, May 18, 1959, 

We subscribe in full of the position taken by the American Merchant Marine 
Institute and support the bills now before your committee to which that testimony 
was directed. 

Respectfully, 


EARL W. CLARK, 
Hoyt S. Happock, Codirectors. 


DEPARTMENT OF TAXATION, 
TERRITORY OF ALASKA, 
Juneau, July 9, 1959. 
JOHN DREwrRY, 
Chief Counsel, Committee on Merchant Marine and Fisheries, 
U.S. House of Representatives, Washington, D.C. 


DeaR Mr. Drewry: Attached herewith is a copy of a letter dated July 9, 1959, 
addressed to Hon. E. L. Bartlett, Senator from Alaska, concerning the effect of 
S. 1958 on the treasury of the State of Alaska. 

It has been noted by this office that S. 1958 is identical in verbiage to HR. 
6815. 

We would like to voice our objection to H.R. 6815 because it would have the 
effect of curbing the tax jurisdiction of the State over its residents and non- 
residents deriving income from within Alaskan waters. While bookkeeping 
problems and costs for steamship companies, who employ seamen in Alaskan 
waters may be of great concern to the employers, the collection problem to the 
State without withholding would be a difficult if not impossible task on non- 
residents. 

Your consideration of the material outlined in our letter to Senator B. L, 
Bartlett would be greatly appreciated. 

Very truly yours, 
DEPARTMENT OF REVENUE, 
PETER GATZ, Commissioner. 


DEPARTMENT OF TAXATION, 
TERRITORY OF ALASKA, 
Juneau, July 9, 1959. 
Hon. E. L. BARTLETT, 
Senator from Alaska, 
U.S. Senate, Washington, D.C. 


DEAR Mr. BartTLeTT: This will belatedly serve to acknowledge receipt of your 
letter dated June 11, 1959, concerning the provisions of Senate bill 1958. We are 
likewise informed that a similar bill has been introduced in the House as HLR. 
6815, and has received favorable report by a subcommittee of the House Com- 
mittee on Merchant Marine and Fisheries. 

Concerning the Alaska Net Income Tax Act, section 48-10—-5C.(3), of the 
Alaska Compiled Laws Annotated, Cumulative Supplement, as relating the re 
quirement of withholding reads as follows: 
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“pmployees of interstate carriers. The tax levied hereunder shall apply to 
that portion of the voyage pay of vessel personnel of interstate carriers engaged 
in the Alaska trade which is earned in the waters of the T erritory. The tax 
shall likewise apply to that portion of the pay earned in the Territory of the 

rsonnel of carriers operating vehicles or airplanes on land or in the air on 
routes to and from the Territory.” ; 

Wages paid to employees of interstate carriers are subject to the Alaska in- 
come tax to the extent the wages are earned within Alaska and if the employee 
js subject to the Federal income tax. If the employee is not subject to the Fed- 
eral income tax, he is not subject to the Alaska income tax. If the wages are 
taxable, the employer must withhold the Alaska tax and remit it to the Com- 
missioner of Revenue. 

Prior to 1957, the problem of taxation of employees of interstate carriers, 
including water, air, and overland, was relatively simple. Most all employees of 
such carriers were nonresidents of Alaska who in effect spent a certain portion 
of each year in Alaska waters or on air or land routes to and from Alaska. Gen- 
erally, that portion of the total wage of such group of taxpayers that was earned 
within Alaska was less than that earned without Alaska. Their employers 
withheld income tax on their portion of the total wage that was earned in Alaska. 
The taxpayers, then at the end of each taxable year, would file income tax re 
turns, claiming all dependency exemptions allowed on their Federal return and 
claim the standard deduction (in lieu of itemizing deductions). Such returns, 
prior to 1957, usually resulted in a refund of practically all of the tax withheld. 

The 1957 session of the territorial legislature amended the Alaska net income 
tax to provide for in effect, a separate manner of taxing part-year residents. 
Such amendment provided, as concerns part-year residents, a limitation on 
dependency exemptions based on the months of physical presence in the territory 
as relating to 12 months. Such amendment further provided that part-year 
residents were not in effect entitled to claim the standard deduction (allowed 
on their Federal returns) but must itemize certain deductions which were actually 
paid in the territory. 

As a result of the 1957 amendments to the Alaska Net Income Tax Act 
concerning part-year residents, seamen, truckers, and pilots as well as con- 
struction workers and nonresident fishermen found that their income tax refunds 
were drastically reduced and in many cases additional tax was assessed over 
and above that which was withheld from their wages. 

Accordingly many seamen appealed to their various maritime unions for unified 
action against the territory. Certain officials of such unions have made personal 
visitation to this office to determine the applicability of the 1957 amendments to 
the Alaska Net Income Tax Act as relating to part-year residents (including all 
seamen). There was at one time since 1957 the possibility of a suit to be 
brought by one maritime union against the territory to test the validity of the 
1957 amendments. 

It would appear to the writer that if S. 1958 is passed, the State of Alaska will 
have a next to impossible task in attempting to collect income tax from the many 
seamen that are engaged in the coastwise and intercoastal trade in Alaska waters. 
Presently the withholding of income tax from wages of all employees who earn 
wages from sources within Alaska constitutes about 83 percent of the total indi- 
vidual income tax collections for any one year. 

Without the withholding provisions on seamen’s wages, it would be necessary 
for the Income Tax Division to require seamen’s employers to file information 
returns of wages paid not subject to withholding. Upon receipt of such informa- 
tion returns, the Income Tax Division could initiate requests for income tax 
returns from the seamen. In the event the requests were not honored with 
actual returns, it would be necessary for the Income Tax Division to proceed to 
make assessments from information at hand. Such assessments would generally 
all end in field collection cases. 

The majority of all of the above-mentioned field collection cases would have 
to be assigned to field representatives of our Seattle office as the address on the 
assessments would generally be outside of Alaska. We have no legal power to 
levy on seamen’s wages, accordingly it would be necessary to bring a number of 
suits to recover in the State of Washington. Such suits would be costly in the 
light of the individual amount of tax concerned in each case. 

The collection of income tax at the source (withholding) is highly important 
in all cases of nonresidents or part year residents because of the difficulty of 
ne collection on persons actually residing outside the jurisdiction of the 

ate. 
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In one of the earlier suits brought against the territory (Alaska Steamship 
Co., v. Mullaney (CCA-9; 3-1-50 affg. 84 F. Supp. 561) there was the contention 
that the withholding provisions of the act were invalid as applied to the wages 
of vessel personnel. The court held that there is no contention that the seamen 
as such, may not be made subject to a tax on that portion of their income earned 
in Alaska. 

If S. 1958 is passed the State of Alaska will lose a considerable amount of tax 
receipts because of the attendant difficulties in effecting tax collections on part- 
year residents. 

We urge your continued resistance to this bill because of the detrimental effect 
on the treasury of the State. 

Very truly yours, 
DEPARTMENT OF REVENUE, 
R. D. STEVENSON, 
Assistant Commissioner of Revenue. 





LAKE CARRIERS’ ASSOCIATION, 
Cleveland, Ohio, July 28, 1959. 


H.R. 6815, Arrestment of Seamen’s Wages. 


Hon. HERBERT C, BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 

DEAR CONGRESSMAN BONNER: It has come to the attention of this association 
that a subcommittee of the Committee on Merchant Marine and Fisheries is 
currently considering various amendments to proposed bill, H.R. 6815, which 
amendments would authorize the withholding of certain State taxes by the 
employer from the wages due seamen. Such amendments would be directly 
contrary to the purpose for which H.R. 6815 was introduced. This association 
strongly urges that H.R. 6815 be enacted in its original form, without amend- 
ment. 

The withholding of State taxes from seamen’s wages raises a particularly 
acute problem for the Great Lakes vessel operator. The trade of most Great 
Lakes bulk cargo vessels, of which there are 317 enrolled in this association, 
compels them from time to time to pass through the territorial waters of at 
least seven States and the Provinces of Ontario and Quebec. Personnel com- 
prising the various crews of these vessels come from all over the Nation. Sea- 
men from 47 States are employed on Great Lakes vessels. It is estimated that 
on the average, the officers and crew of a Great Lakes vessel will make their 
homes in at least eight different States. 

Most States imposing a tax on income of natural persons and providing for 
the withholding of taxes on wages by employers relate such withholding to 
services performed everywhere by residents and services performed within the 
State by nonresidents. The problem such a provision creates for the Great 
Lakes vessel operator should be readily apparent. The determination of when 
a vessel’s crew is performing services within a State which subjects the indi- 
vidual seaman to that States’ personal income tax law is at best a hazardous 
one. Further, the vessel operator has no way of knowing whether a seaman 
has met the residence requirements of a given State. Frequent changes among 
vessel personnel further complicate the situation. 

If, then, H.R. 6815 is amended so as to legalize and, in effect, require the 
withholding of State income taxes from seamen’s wages, an impossible burden 
will be cast upon the Great Lakes vessel operator. Withholding under the 
Federal income tax law creates no such problem because it applies uniformly 
to everyone. There is, however, no uniformity among State income tax laws and 
there would be no uniformity whatsoever with respect to the withholding of 
State income taxes from seamen’s wages. The undue burden on interstate and 
foreign commerce which such a requirement would create is obvious. 

Title 46, United States Code Annotated, section 601, as we construe it, now 
prohibits the States from requiring vessel operators to withhold State taxes 
from seamen’s wages. Because of conflicting court decisions, H.R. 6815 was 
introduced to clarify the intended purpose of section 601 by specifying that such 
withholding is prohibited. The 33-vessel companies comprising the membership 
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of this association feel that such a provision is vitally necessary and urge the 
prompt enactment of H.R. 6815, without amendment. It is requested that this 
letter be made a part of the record of the hearings on H.R. 6815. 


Sincerely yours, 
LYNDON SPENCER. 


Mr. ZeLENKO. The committee stands adjourned. 
The committee wishes to thank all witnesses who have appeared 


before it today. | | 
(Whereupon, at 12:15 p.m., the committee adjourned to the call 


of the Chair.) 
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MONDAY, JUNE 29, 1959 


Howse or REPRESENTATIVES, 
SUBCOMMITTEE ON MrercHantT Marine OF THE 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 

Washington, DC. 


The subcommittee met at 10 a.m., pursuant to call, in room 219, 
Qld House Office Building, Hon. Herbert C. Bonner, chairman, 

residing. 

Present : Representatives Bonner (presiding), Miller, Casey, Tollef- 
son, Van Pelt, Ray, and Pelly. 

Staff members present: John H. Drewry, chief counsel, and Wil- 
liam B. Winfield, clerk. 

The CuatrMANn. The subcommittee will come to order. 

The first bill that the committee will consider this morning is S. 
1234, to extend the provisions of title XII of the Merchant Marine 
Act, 1936, relating to war risk insurance. 

(The bills, H.R. 4327, S. 1234, and report, are as follows:) 


(H.R. 4327, 86th Cong., 1st sess.] 


A BILL To extend the provisions of title XII of the Merchant Marine Act, yo06 eting 
to war risk insurance, for an additional five years, ending September 7, 19 


Be it enacted by the Senate and House of Representaives of the United States 
of America in Congress assembled, That section 1214 of title XII of the Merchant 
Marine Act, 1936, as amended (U.S.C., title 46, sec. 1294), is amended by strik- 
ing out “10 years” and inserting in lieu thereof “15 years”’. 


[S. 1234, 86th Cong., 1st sess.] 


AN ACT To extend the provisions of title XII of the Merchant Marine Act, 1936, relating 
to war risk insurance, for an additional five years, ending September 7, 1965 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1214 of title XII of the Mer- 
chant Marine Act, 1936, as amended (USC., title 46, sec. 1294), is amended by 
striking out “10 years” and inserting in lieu thereof “15 years”. 

Passed the Senate May 20, 1959. 

Attest : 

FELTON M. JOHNSTON, 
Secretary. 


[S. Rept. 290, 86th Cong., 1st sess.] 


EXTENDING THE PROVISIONS OF TITLE XII or THE MERCHANT Marrne Act, 1936, 
RELATIVE TO WAR RISK INSURANCE 


The Committee on Interstate and Foreign Commerce, to whom was referred 
the bill (S. 1234) to extend the provisions of title XII of the Merchant Marine 
Act, 1986, relating to war risk insurance, for an additional 5 years, ending 
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September 7, 1965, having considered the same, report favorably thereon Without 
amendment and recommend that the bill do pass. 


PURPOSE OF THE BILL 


~ 


The bill would extend, for an additional 5 years, to September 7, 1965 
authority presently given to the Secretary of Commerce under title XII, Merchant 
Marine Act, 1936, as amended (46 U.S.C. 1281 et seq.), to provide, with the 
approval of the President, war risk insurance and certain marine and liability 
insurance, when commercial insurance cannot be obtained on reasonable terms 
and conditions. 

It is standby legislation, designed to meet emergency needs. In the event of 
war between any of the four powers—United States, Great Britain, the U.S.S.R, 
and France— commercial policies presently being issued or in effect would be 
subject to automatic termination clauses, and U.S. vessels and cargoes could 
not be moved without adequate insurance coverage such as existing law now 
provides, and which this bill would extend for an additional 5 years. The auto. 
matic termination clause in the commercial policies would apply even though 
the United States was not involved in such war. 

Under the war risk and marine insurance provisions now in effect, and 
designed under this bill to be extended, the Maritime Administration is author. 
ized to make immediate protection available to U.S.-flag vessels, both for the 
interim period when commercial insurance is automatically terminated and for 
the period when the full wartime insurance program is placed in effect. Such 
coverage would include hull, protection and indemnity, and crew life and per- 
sonal effects. 

Exension of the period of coverage is sought now, in advance of the legal 
termination date, to preclude the possibility of disruption of U.S. ocean com- 
merce and possible failure of American shipping to fulfill its responsibility for 
military logistics servicing in any future war or emergency. 

The necessity and effectiveness of the war risk insurance provided by the Gov- 
ernment was demonstrated in both World War I and II. The protection afforded 
to both civilian and military commerce more than paid its way financially. 

As of March 31, 1959, binders and extensions of binders outstanding were: hull, 
985; protection and indemnity, 951, and crew life and personal effects, 860. Fees 
for such binders and extensions have been collected to the date cited, to a net 
amount of $208,221.48, after payment of agency fees and expenses. Premiums 
on war risk insurance furnished to March 31, 1959, on U.S. vessels under con- 
struction in shipyards in this country under section 1203(a) of title XII have 
totaled $711,329.06, with 28 vessels now covered. 

Under provisions of section 1205 of the 1936 act, as amended, at the request 
of the Secretary of the Navy, second seamen’s war risk insurance now is being 
provided by the Maritime Administration, without premium, on tankers operated 
for the account of the Militray Sea Transportation Service. Agreement to 
indemnify the Maritime Administrator against all losses covered by such insur- 
ance has been entered into by the Secretary of the Navy as provided in section 
1205. 

Under sections 1205 and 1206 of title XII, legal liability insurance has been 
available, since 1951, at the request of the Secretary of the Army, to a maritime 
contractor and its subcontractors, to a limit of $10 million for claims arising from 
any one event. To date no claims have been made. 

The Department of Commerce, at whose request S. 1234 was introduced, urges 
enactment of the bill in order that there may be no break in the arrangements 
for immediate provision of the various types of insurance noted above, in event 
of war or critical emergency. 

Also urging enactment are the Department of the Navy, for the Department of 
Defense, and the Office of Civil and Defense Mobilization. No opposition to en- 
actment has been expressed by any Government department or agency. 

The Shipbuilders’ Council of America, by letter dated April 8, 1959, over 
the signature of L. R. Sanford, president, “strongly supports” the proposed 
extension “because it feels that the continuous availability of such governmental 
insurance to cover ship construction is of significant importance” to a continuing 
shipbuilding program. 

The Commerce Department’s statement of purpose and provisions of the bill, 
revised as of March 31, 1959, is printed herewith, together with the reports of 
the Department of the Navy and the Office of Civil and Defense Mobilization. 
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PURPOSE AND PROVISIONS OF BILL TO EXTEND THE PROVISIONS OF TITLE XII OF THE 
MERCHANT MARINE ACT, 1936, RELATING TO WAR RISK INSURANCE, FOR AN ADDI- 
TIONAL 5 YEARS, ENDING SEPTEMBER 7, 1965 


The bill would extend the life of title XII of the Merchant Marine Act, 1936, 
as amended (46 U.S.C. 1281 et seq.), for an additional 5 years. Section 1214 
of the act now provides for expiration of marine war risk insurance authority 
September 7, 1960. ’ . 

The Marine War Risk Insurance Act (title XII, 1936 act), which will expire 
September 7, 1960, is standby legislation which authorizes the Secretary of 
Commerce, With the approval of the President, to provide war risk and certain 
marine and liability insurance for protection of vessels, cargoes, and crews and 
personal effects, when Commercial insurance cannot be obtained on reasonable 
terms and conditions. At present, as at the time of enactment of the War Risk 
Insurance Act, commercial policies covering maritime war risks are issued only 
subject to automatic termination clauses in the event of outbreak of war be- 
tween any of the four powers—United States, France, Great Britain, and the 
Union of Soviet Socialist Republics. Even though the United States may 
not be involved immediately, American vessels would be without protection 
against loss by risks of war. Ships and cargoes could not be moved without 
adequate insurance coverage. 

War risk insurance was provided by the Government in both World Wars I 
and Il, and proved both necessary and effective in protecting the United States 
and its civilian and military commerce, with premium receipts in excess of 
losses paid. 

Arrangements necessary to have war risk insurance immediately available 
when its protection is needed for the commerce of the United States are in effect 
under the Marine War Risk Insurance Act. The United States is now prepared 
to put into effect in case of need a full wartime insurance program on hulls, 
cargoes, and personnel. 

General Order 75 (Revised) of Maritime Administration, published in the 
Federal Register on February 28, 1957, states that the Maritime Administrator 
is prepared to provide hull, protection and indemnity, and crew life and personal 
effects war risk insurance as specified in section 1203 (a), (d), (e), and (f) of 
title XII, except for vessels under construction as specified in section 1203(a), 
for the interim period between the time commercial insurance subject to the 
“automatic termination clauses” is automatically terminated through the opera- 
tion of such clauses and the time a full wartime insurance program is placed in 
effect. 

Binders and extensions of binders outstanding as of March 31, 1959, were: hull, 
985; protection and indemnity, 951, and crew life and personal effects, 860. 
Amendment 2 to General Order 75, published in the Federal Register on July 2, 
1958, extended the expiration date of interim binders to September 7, 1959. 

Binder and extension fees (not premiums) have been collected up to and 
including March 31, 1959, in a net amount of $208,221.43, after payment of 
agency fees and expenses. General Order 82, published in the Federal Register on 
November 1, 1958, establishes title XII war risk hull insurance yalues, pursuant 
to Public Law 958, 84th Congress, for certain self-propelled oceangoing iron and 
steel vessels. 

Under the authority of section 1203(a) of title XII war risk insurance on 
American vessels under construction in shipyards in the United States (which 
insurance is not available in the commercial market), has been furnished. As 
of March 31, 1959, the Maritime Administration was providing such insurance on 
28 vessels under construction. From the inception of this program to March 
31, 1959, premiums received have totaled $711,329.06. 

At the request of the Secretary of the Navy, second seamen’s war risk insur- 
ance is being provided without premium, as authorized under section 1205 of 
title XII, on tankers operated for the account of the Military Sea Transportation 
Service. This arrangement has been in effect continuously since January 1, 1954. 
Under section 1205 the Secretary of the Navy has agreed to indemnify the Mari- 
time Administrator against all losses covered by such insurance. As of March 31, 
1959, 33 tankers were covered under this program. The USNS Mission San Fran- 
(8co Was in collision with a foreign-flag vessel on March 7, 1957, which resulted 
in claims for loss of life and personal effects. An estimate of $45,950 has been 
retained as reserve for pending claims. Paid claims to date total $33,419.93, 
including payments in connection with the above accident. The USNS Ocklawaha 
Sustained damage on December 16, 1958, caused by an explosion aboard an ad- 
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joining vessel off Iskenderun, Turkey. The investigation with respect to liability 
under the second seamen’s insurance has not been concluded. Because of the 
death of a crew member, a claim reserve of $5,500 is being maintained, Under 
this program, there remains a net premium saving estimated at $44,000. 

At the request of the Assistant Secretary of the Navy, the Maritime Adminis. 
trator on October 21, 1958, pursuant to section 1205 of title XII, has agree to 
furnish, when required by the Navy, war risk hull insurance on 12 newly op. 
structed supertankers chartered from private owners by the Military Sea Trans. 
portation Service, covering war risks under conditions presently underwrittey 
commercially, provided such coverage is not available, or available only at a pro 
hibitive premium, since under the charter provisions any increase over the agreed 
basic premium is for account of the Military Sea Transportation Service. Under 
this section the Navy has agreed to indemnify the Maritime Administrator againgt 
all losses paid under this insurance. To date no request to provide this coverage 
has been received. 

At the request of the Secretary of the Army and pursuant to sections 1205 ang 
1206 of title XII, legal liability insurance is being provided, without premium, 
to a maritime contractor and its subcontractors, with a limit of $10 million for 
the aggregate of all claims arising from the same event. This insurance has 
been necessary to cover legal liability resulting from explosion of ammunition 
transported, and has been in effect continuously since July 1, 1951, when com. 
mercial insurance in the required amount could not be obtained. The arrange- 
ment provides for indemnification by the Army for all losses paid by the Maritime 
Administrator. To date no claims have been reported. 

Public Law 253, 82d Congress, provides that the Secretary of Commerce may 
transfer to the fund authorized by section 1208(a) of title XII, not in excess of 
$10 million from the vessel operations revolving fund created by Public Law 45, 
82d Congress. It has not been necessary for the Secretary of Commerce to make 
any transfer of funds under this authority. 

To avoid the likelihood to total disorganization of U.S. oceangoing commerce 
and the danger of catastrophic failure of our shipping in support of our defense 
forces and activities, the War Risk Insurance Act should be extended promptly 
in advance of its termination. 

There is submitted herewith a bill to accomplish the proposed extension. 

The Department urges consideration and enactment of the bill at the 1st ses. 
sion of the 86th Congress, in order that there will be no hiatus in the continuance 
of the arrangements for immediately furnishing full insurance programs in case 
of breakout of war or critical emergency, and to continue in effect the insurance 
required under sections 1205 and 1206 of title XII by the Defense Department 
and shipyard war risk insurance currently in effect, as above stated, under 
section 1203(a) of title XII. 


DEPARTMENT OF THE NAVY, 
OFFICE OF THE SECRETARY, 
Washington, D.C., April 24, 1959. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 


My Dear Mr. CHAIRMAN: Your request for comment on S. 1234, a bill to extend 
the provisions of title XII of the Merchant Marine Act, 1936, relating to war risk 
insurance, for an additional 5 years, ending September 7, 1965, has been assigned 
to this Department by the Secretary of Defense for the preparation of a report 
thereon expressing the views of the Department of Defense. 

The purpose of this bill is to extend for 5 years the existing authority of the 
Secretary of Commerce to provide war risk insurance and reinsurance. 

Under an administrative agreement between the Department of the Navy 
and the Maritime Administration, the Military Sea Transportation Service has 
at various times in recent years taken advantage of the Maritime Administra- 
tion’s authority to provide war risk insurance, particularly in connection with 
the charter of large, newly constructed tankers on a long-term basis. The avail- 
ability of this coverage is considered important to any long-term chartering 
program even during peacetime, and is essential during a national emergency. 

For the foregoing reason the Department of the Navy on behalf of the Depart: 
ment of Defense supports the enactment of S. 1234. 

This report has been coordinated within the Department of Defense in accord- 
ance with procedures prescribed by the Secretary of Defense. 
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The Department of the Navy has been advised by the Bureau of the Budget that 
there is no objection to the submission of this report on S. 1234 to the Congress. 
Sincerely yours, 
JOHN S. McCalIn, Jr., 
Rear Admiral, U.S. Navy, 
Chief of Legislative Liaison 
(For the Secretary of the Navy). 


_ 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF CIVIL AND DEFENSE MOBILIZATION, 
Washington, D.C., April 1959. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 

Deak Mr. CHAIRMAN: This is in reply to your request for a report on S. 1234, 
86th Congress. 

It is very important that war risk insurance be available for ocean shipping 
in time of war. The Office of Civil and Defense Mobilization recommends enact- 
ment of S. 1234 which would extend title XII of the Merchant Marine Act an 
additional 5 years. 

The Bureau of the Budget advises that it has no objection to the submission 
of this report. 

Sincerely, 
Leo A. HOEGH. 
CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule X XIX of the Standing Rules of the 
Senate, changes in existing law made by the bill as reported are shown as follows 
(existing law proposed to be omittted is enclosed in black brackets, new matter 
is printed iff italic, existing law in which no change is proposed is shown in 
roman) : 

TITLE XITI—Wark RISK INSURANCE 


(U.S.C., title 46, sec. 1294) 


Sec. 1214. The authority of the Secretary to provide insurance and reinsur- 
ance under the title shall expire [10 years] 15 years from the date of enactment 
of this title. 


The CHarrmMan. Without objection, we will place in the record at 
this point letters in support of H.R. 4327 from the American Mer- 
chant Marine Institute, Inc., signed by Alvin Shapiro, vice president, 
and the Shipbuilders Council of America, signed by L. R. Sanford, 
president. 

(The documents referred to follow :) 


AMERICAN MERCHANT MARINE INSTITUTE, INC., 
Washington, D.C., June 29, 1959. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
US. House of Representatives, Washington, D.C. 

DEAR Mr. BonNER: The American Merchant Marine Institute, a trade associa- 
tion representing a preponderance of American-flag shipping, supports H.R. 4327, 
which has been referred to your committee for consideration. 

The bill would extend the life of title XII of the Merchant Marine Act of 
1936, as amended—the Marine War Risk Insurance Act—for an additional 5 
years, ending September 7, 1965. Section 1214 of the act now provides for 
expiration on September 7, 1960, of the marine war risk insurance authority. 

Under title XII of the act, the Secretary of Commerce has authority to provide, 
with the approval of the President, war risk insurance and certain marine and 
liability insurance, when insurance cannot be obtained in the commercial market 
on reasonable terms and conditions. The Maritime Administration is able to 
make protection available to U.S.-flag vessels immediately on impact of the 
emergency or the so-called interim period when commercial insurance is auto- 
matically terminated and for the period when the full wartime insurance pro- 
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gram is placed in effect. The coverage would include hulls, cargoes, and Der- 
sonnel. 

In both World War I and World War II the necessity and effectiveness of the 
war risk insurance provided by the Government was demonstrated. 

This standby legislation, intended to meet emergency needs, should be ex. 
tended now—prior to its legal termination date—to eliminate the possibility of 
disruption of U.S. ocean commerce and frustration of American shipping efforts 
to fulfill its responsibility for military logistics in any future war or emergency, 
Even though the United States might not be involved immediately, without 
this legislation American vessels would be unprotected against loss by risks 
of war. Ships and cargoes could not be moved without adequate insurance 
coverage. 

For the reasons stated herein, we urge that your committee report this bij 
favorably. 

We ask that this letter be incorporated in the record of H.R. 4327. 

Respectfully, 
ALVIN SHAPIRO, 
Vice President. 





SHIPBUILDERS COUNCIL OF AMERICA, 
New York, N.Y., April 8, 1959, 
Subject : H:R. 4327, extension of marine war risk insurance authority under title 
XII of the Merchant Marine Act of 1936. 
Hon. HERBERT C. BONNER, 
Chairman, House Committee on Merchant Marine and Fisheries, 
Washington, D.C. 

Drak Mr. CHAIRMAN: Reference is made to pending bill H.R. 4327, proposing 
an extension of the Government’s authority to provide marine war risk in- 
surance under title XII of the Merchant Marine Act of 1936, as amended, which 
authority, unless made permanent or otherwise extended, will automatically 
expire September 7, 1960. 

The membership of the Shipbuilders Council of America, comprising prac- 
tically all private shipyards of the United States with facilities available for 
the construction of large vessels, has requested the council to advise you that 
they strongly support this proposed extension. 

The Shipbuilders Council backed the original enactment of title XII in 1950 
and, thereafter, it was at the request of the council that appropriate forms and 
procedures for builder’s risk-war risk insurance were subsequently developed 
and adopted by the Maritime Administration for use as authorized by this law, 

This active interest in the legislation has been maintained by the council 
because it feels that the continuous availability of such governmental war risk 
insurance to cover ship construction is of significant importance. Its availability 
automatically takes care of one factor which otherwise might adversely influence 
a decision on the part of a shipowner to place a specifie order and proceed with 
construction. 

It would be greatly appreciated if you will make these views part of the 
record should hearings be scheduled on this measure. 

Respectfully submitted. 

L. R. SANForpD, President. 


The Cuarrman. Admiral Ford. 


STATEMENT OF WALTER C. FORD, DEPUTY MARITIME ADMIN- 
ISTRATOR (Resumed), ACCOMPANIED BY WILLING H, LANE, 
CHIEF, DIVISION OF INSURANCE, MARITIME ADMINISTRATION 


Mr. Forp. I have a prepared statement, sir. 

The bill, H.R. 4827, would extend the life of title XII of the Mer- 
chant Marine Act, 1936, as amended (46 U.S.C. 1281, et seq.), for an 
additional 5 years. Section 1214 of the act now provides for expira- 
tion of marine war risk insurance authority September 7, 1960. The 
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Department of Commerce submitted this measure in draft form to the 
Congress and recommended enactment thereof. 

The Marine War Risk Insurance Act (title XII, 1936 act), which 
will expire September 7, 1960, is standby legislation which authorizes 
the Secretary of Commerce, with the approval of the President, to 
provide war risk and cert ain marine and liability insurance for pro- 
tection of vessels, cargoes, and crews and personal effects, when com- 
mercial insurance cannot be obtained on reasonable terms and condi- 
tions. At present, as at the time of enactment of the War Risk In- 
surance Act, commercial policies covering maritime war risks are 
issued only subject to automatic termination clauses in the event of 
outbreak of war between any of the four powers—United States, 
France, Great Britain, and the Union of Soviet Socialist Republics. 
Even though the United States may not be involved immediately, 
American vessels would be without protection against loss by risks of 
war. Ships and cargoes could not be moved without adequate insur- 
ance coverage. 

War risk insurance was provided by the Government in both World 
Wars I and II, and proved both necessary and effective in protecting 
the United States and its civilian and military commerce, with pre- 
mium receipts in excess of losses paid. 

Arrangements necessary to have war risk insurance immediately 
available when its protection is needed for the commerce of the United 
States are in effect under the Marine War Risk Insurance Act. The 
United States is now prepared to put into effect in case of need a full 
wartime insurance program on hulls, cargoes, and personnel. 

General Order 75 (revised) of Maritime Administration, published 
in the Federal Register on February 28, 1957, states that the Maritime 
Administrator is prepared to provide hull, protection and indemnity, 
and crew life and personal effects war risk insurance as specified in 
section 1203 (a), (d), (e), and (f) of title XII, except for vessels 
under construction as specified in section 1203(a), for the interim 
period between the time commercial insurance subject to the “auto- 
matic termination clauses” is automatically terminated through the 
operation of such clauses and the time a full war risk insurance pro- 
gram is placed in effect. 

Binders and extensions of binders outstanding as of May 31, 1959, 
were hull, 944; protection and indemnity, 960; and crew life and 
personal effects, 866. Amendment 2 to General Order 75, published in 
the Federal Register on July 2, 1958, extended the expiration date of 
interim binders to September 7, 1959. 

Binder and extension fees (not premiums) have been collected up to 
and including May 31, 1959, in a net amount of $208,658.53, after pay- 
ment of agency fees and expenses. General Order 82, published in the 
Federal Register on November 1, 1958, establishes title XII war risk 
hull insurance values, pursuant to Public Law 958, 84th Congress, for 
certain self-propelled oceangoing iron and steel vessels. 

Under the authority of section 1203(a) of title XII war risk in- 
surance on American vessels under construction in shipyards in the 
United States (which insurance is not available in the commercial 
market), has been furnished. As of May 31, 1959, the Maritime Ad- 
ministration was providing such insurance on 28 vessels under con- 
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struction. From the inception of this program to May 31, 1959, 
premiums received have totaled $774,456.36. 

At the request of the Secretary of the Navy, seamen’s war risk jn- 
surance is being provided without premium, as authorized under gee. 
tion 1205 of title XII, on tankers operated for the account of the 
Military Sea Transportation Service. This arrangement has been jn 
effect continuously since January 1, 1954. Under section 1205 the 
Secretary of the Navy has agreed to indemnify the Maritime Admin. 
istrator against all losses covered by such insurance. As of today, 27 
tankers are covered under this program. 

The USNS Mission San Fedneisee was in collision with a foreign- 
flag vessel on March 7, 1957, which resulted in claims for loss of life 
and personal effects. An estimate of $45,950 has been retained as 
reserve for pending claims. Paid claims to date total $33,419.93, in- 
cluding payments in connection with the above accident. The USNS 
Ocklawaha sustained damage on December 16, 1958, caused by an 
explosion aboard an adjoining vessel off Iskenderun, Turkey. “The 
investigation with respect to liability under the second seamen’s insur- 
ance has not been concluded. Because of the death of a crew member, 
a claim reserve of $5,500 is being maintained. Under this program, 
there remains a net premium saving estimated at $48,000. 

At the request of the Assistant Secretary of the Navy, the Maritime 
Administrator on October 21, 1958, pursuant to section 1205 of title 
XII, has agreed to furnish, when required by the Navy, war risk hull 
insurance on 12 newly constructed supertankers chartered from pri- 
vate owners by the Military Sea Transportation Service, covering war 
risks under conditions presently underwritten commercially, ro- 
vided such coverage is not available, or available only at a prohibitive 
premium, since under the charter provisions any Increase over the 
agreed basic premium is for account of the Military Sea Transporta- 
tion Service. Under this section the Navy has agreed to indemnify 
the Maritime Administrator against all losses paid under this insur- 
ance. To date no request to provide this coverage has been received. 

At the request of the Secretary of the Army and pursuant to sec- 
tions 1205 and 1206 of title XII, legal liability insurance is being pro- 
vided, without premium, to a maritime contractor and its subcon- 
tractors, with a limit of $10 million for the aggregate of all claims 
arising from the same event. This insurance has been necessary to 
cover legal liability resulting from explosion of ammunition trans- 
ported, and has been in effect continuously since July 1, 1951, when 
commercial insurance in the required amount could not be obtained. 
The arrangement provides for indemnification by the Army for all 
losses paid by the Maritime Administrator. To date no claims have 
been reported. 

Public Law 253, 82d Congress, provides that the Secretary of Com- 
merce may transfer to the fund authorized by section 1208(a) of 
title XII, not in excess of $10 million from the vessel operations re- 
volving fund created by Public Law 45, 82d Congress. It has not 
been necessary for the Secretary of Commerce to make any transfer 
of funds under this authority. 

To avoid the likelihood of total disorganization of U.S S. oceangoing 
commerce and the danger of catastrophic failure of our r shipping in 
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upport of our defense forces and activities, the War Risk Insurance 
Act should be extended promptly in advance of its termination. 

The Department urges consideration and enactment of the bill at 
the Ist session of the 86th Congress, in order that there will be no 
hiatus in the continuance of the arrangements for immediately fur- 
nishing full insurance programs in case of breakout of war or critical 
emergency, and to continue in effect the insurance required under sec- 
tions 1205 and 1206 of title XII by the Defense Department and ship- 
yard war risk insurance currently in effect, as above stated, under 
section 1203(a) of title XII. 

The Cuarrman. Are there any questions, Mr. Tollefson ? 

Mr. Totiterson. I have no questions. 

The CuarrmMan. Mr. Van Pelt? 

Mr. Van Petr. I have no questions. 


The CuarrMan. Mr. Pelly? 
Mr. Petty. For my personal information, I would like to ask one 
question. 


As I understand from your statement, Admiral Ford, this is stand- 
by insurance, but yet you go on in your statement to give the number 
of binders outstanding. 1 do not quite get the connection. 

Mr. Forp. You are referring to the binder fees rather than pre- 
miums ¢ 

Mr. Petry. I do not think I know the difference between the two. 

Mr. Forp. Mr. Lane, of our Office of Insurance, is here with me. 

Mr. Lane. The program is set up on a contingency basis and a 
binder is sold with a binder fee paid by the shipowner to take effect 
on an if, as, and when basis. 

If his commercial war risk insurance expires by reason of the 
operation of the automatic termination clause which is in his war 
risk insurance, this automatically picks up to prevent any break in 
coverage. 

Mr. Petty. I think you have explained the point. 

Thank you, Mr. Chairman. 

Mr. Mitter. Mr. Chairman, I move that the bill be reported favor- 
ably. 

The Cuarrman. I wanted to ask one question for the record. Why 
did they discontinue the payment of any premiums on this insurance ? 

Mr. Mitier. The Navy discontinued. 

Mr. Lane. A premium has never been charged actually. It is only 
a binder fee. A premium would be payable in the event the insurance 
became activated and became an actual policy of insurance. 

The Cuarrman. During the life of the active policy a premium 
would be paid ? 

Mr. Lane. That is right. 

Mr. Mixter. In other words, if war were declared tomorrow, say, 
then automatically the premiums would be payable but the insurance 
would be in force so that there would be no interim between the time 
they lost their insurance under peacetime conditions and had to pick 
itup under wartime conditions. 

Mr. Lane. In effect that is true. Actually, the policies as presently 
written provide for a 48-hour cancellation clause. It would have to 
be 48 hours after the outbreak of war plus certain time to bring the 
vessels into port. 
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Mr. Miter. If a vessel were in a foreign port and had to get home 
in the event of war and go through some . of the territor Vv, this would 
give them a chance to pick up this insurance and be covered right 
through ? 

Mr. Lane. That is true. 

Mr. Van Pett. I second the motion. 

The Cuarman. It has been moved and seconded that this bill be 
reported out favorably from the subcommittee to the full committee, 

Those in favor, say “Aye”; opposed “No.” 

Unanimously carried. 

(Whereupon, the committee proceeded to other business. ) 
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FRIDAY, JULY 10, 1959 


Hovsr or REPRESENTATIVES, 
SUBCOMMITTEE ON MrercHant MARINE, 
OF THE COMMITTEE ON MrercHAant MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee met at 10:40 a.m., pursuant to adjournment, in 
room 219, Old House Office Building, Hon. Herbert C. Bonner 
(chairman) presiding. 

Present: Representatives Bonner, Miller, Downing, Casey, Tollef- 
son, and Ray. 

Staff members present: John M. Drewry, chief counsel; Bernard 
J. Zincke and Robert H. Cowen, counsel; and William B. Winfield, 
chief clerk. 

The CHarrMAN. The committee will now take up H.R. 6815. 

(H.R. 6815 follows :) 


(H.R. 6815, 86th Cong., 1st sess. ] 


ABILL To amend title 46, United States Code, section 601, to clarify types of arrestment 
prohibited with respect to wages of United States seamen 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That title 46, United States Code, 
section 601, is amended by adding at the end thereof the following: “And pro- 
vided further, That no part of the wages due or accruing to any seaman on a 
vessel engaged in the foreign, coastwise, intercoastal, or noncontiguous trade 
shall be withheld pursuant to the provisions of the tax laws of any State, Terri- 
tory, possession, or Commonwealth, or a subdivision of any of them.” 


This bill has previously been before the subcommittee and was re- 


committed by the full committee. 
I will ask counsel to state the reasons for the recommital. 


STATEMENTS OF ALVIN SHAPIRO, VICE PRESIDENT (Resumed), AND 
SALVATORE L. BARBERA, CHAIRMAN, TAXATION COMMITTEE, 
AMERICAN MERCHANT MARINE INSTITUTE 


Mr. Drewry. Mr. Shapiro, hearings were previously held on H.R. 
X . 
6815 and the bill was ordered reported by the subcommittee to the full 
committee with one amendment, that one amendment being on line 
), after the word “accruing” insert the words “to the master or” and 
then, on line 6, after the word “seaman” insert the words “who is a 
member of the crew” so that the beginning of the section would read: 
bl : That no part of the wages due or accruing to the master or any seaman 
who is a member of the crew on a vessel engaged in the foreign, coastwise, inter- 
coastal, or noncontiguous trade shall be withheld pursuant to the provisions of 
the tax laws of any State, Territory, possession, or Commonwealth, or a sub- 
division of any of them. 
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The full committee considered the bill as ordered reported with 
the amendment, and questions arose concerning the matter of conflict 
with existing arrangements between the Federal Government and the 
States concerning cooperation in the matter of tax collection, sort of 
a reciprocity of using the withholding tax method as a convenient 
means for aiding in the collection of taxes. 

In view of the questions that were raised, it was thought desirable 
that the matter be brought back to the subcommittee for further con- 
sideration and we have asked you to appear here today to comment on 
this particular point as you see it. 

Mr. Suariro. Mr. Drewry, you will recall, and just for the benefit 
of the members who may not have been here before, that the problem 
here is an old Federal statute, 46 U.S.C. 601, which aah the 
arrestment of wages and which has been tried in court and it has been 
determined by that court in the State of Oregon that withholding in 
the State of Oregon for State income taxes was illegal in accordance 
with the Federal statute. 

With me is Mr. Barbera, chairman of the institute’s taxation com- 
mittee. We have a list totaling 23 States which now have income tax 
withholding requirements and the ship operator finds himself in the 
position where, if he withholds for the State income tax of any par- 
ticular State or municipality or county, and there are quite a few of 
them, he is in violation of Federal law. If he does not withhold he 
is in violation of State law. 

We were not particularly concerned as I indicated before with the 
manner by which this is clarified but simply that it be clarified be- 
cause the potential liabilities and penalties under this are rather 
tremendous. 

You will also recall, Mr. Drewry, that one of the suggestions that 
was forthcoming in the past was that perhaps withholding could be 
realized for seamen in States of which the seaman was a resident 
and therefore avoid the problem of duplications. 

I, in my offhand fashion, was rather impressed with that as solving 
the problem of duplication of State writhhioldinis: the point being 
that if a shipowner has to withhold from a seaman in Massachusetts 
and in New York and in Maryland, at the end of the year the seaman 
has an awful lot of taxes withheld from him and he has to hire an 
accountant or get accounting services in order to clarify his credit 
and debit situation in order that he does not end up paying too many 
taxes which obviously is a very difficult situation. 

As I say, I thought perhaps that duplication could be eliminated by 
deducting only for the State in which the particular seaman was a 
resident. 

Mr. Barbera has subsequently informed me that, while this sounds 
like a rather simple solution, it is far more complicated than one 
might think. 

If I may, I address that point to Mr. Barbera. 

Mr. Barpera. We have practical experiences on vessels that have 
paid off and, if we were to follow this thought of assessing the State 
tax applicable to the resident of that State, we would have this 
situation. 

We have a voyage payroll which would be ae 60 or 90 days 
in Maryland. We would deduct the tax of that individual. Then 
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we have what we call a coastwise payroll and she would come up to 
Boston or New York on a 5 or 9 day payroll, and that individual 
resident of Maryland would not be taxed. If we paid off in New 
York, we would then apply the tax formula to the resident of New 
York, the result being that the resident of the State would not be 
fully taxed for all of his earnings in the year. 

We have even now the problem of trying to assess the tax for 
counties. 

Only yesterday I received a form letter from the Forks Township 
School District of Easton, Pa., which requires that I withhold from 
residents of this area. 

There is no way that I can know of the Forks Township School Dis- 
trict because the crew articles do not show any counties. That would 
necessitate us going back and getting from the individual seamen 
their declaration that they live in Forks Township. 

At the present time there are about nine cities of various States that 
are imposing this withholding tax. Some are imposing taxes on both 
residents and nonresidents. We feel that the imposing of the tax is 
going to cause more hardship on the individual seaman. 

Mr. Suapriro. Mr. Drewry, if I may just conclude that point, there 
has been employed. I would say in certain of the reports that have 
been forthcoming on this legislation that this is an attempt to create 
or perhaps by accident creates loopholes by which tax revenues are not 
forthcoming to the particular States. I assured this committee before 
and I want to reiterate that we are not interested in creating new loop- 
holes in the law and we are not interested in making the seamen 
privileged characters. They are privileged by this 1915 law which pre- 
vents us from arresting wages. If we did not have this law, we would 
not have this situation but right now we are in a box. It is a little 
unfair, if I may say so, to imply that because taxes are not withheld 
the individual is not a taxpayer. 

I paid Federal income tax before there was withholding on my taxes 
and I am sure a lot of good citizens in this land did precisely the 
same thing. 

We are not excusing these people from paying these taxes. We are 
not doing anything about their tax liability at all. We are clarifying 
the position between State and Federal law in the only fashion that 
appears to be possible. 

Withholding has grown from 3 States to 23 States in relatively a 
few months. We have counties now. We have eight municipalities. 
We know we have Philadelphia in this. 

Every county and city can go on this basis and I predict that more 
and more are going to go on this basis. The steamship operator will 
have to get a certification and check on every city and county and State 
of every seaman. 

The CHatrman. Mr. Ray. 

Mr. Ray. Are you suggesting that we repeal the Federal statute 
that prevents arrestment ? 

Mr. Suaptro. No, sir. That would clarify the situation insofar as 
the tax situation is concerned but it would leave other loopholes for 
which this original law of 1915 was designed to protect the seaman. 
It would leave him naked in that respect. 
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We are not suggesting that. We are simply suggesting a simple 
amendment to say that when the law of 1915 forbade arrestment of 
wages that this includes income taxes of the State. 

Now it was taken to mean that it forbade income taxes of the Federal 
Government because you had to have a special law passed in order that 
we, as shipowners, could deduct taxes from the seamen for Federal tax 
purposes. It required a special law to clarify that and all we are ask- 
ing now is a special law to clarify this situation except that this is 
much more complicated. It is 48 potential tax bodies of States. 

Mr. Miter. Fifty. 

Mr. Suarrro. Pardon me, sir, 50 States; plus municipalities, and 
here is a letter from Forks Township School District asking us to 
withhold wages of seamen who happen to be residents of Forks 
County. 

The Cuatrman. Mr. Miller. 

Mr. Mitter. I often wondered why in this day and age we have this 
law that does not permit the arrestment of wages of seamen. I can 
understand that when it was passed conditions were slightly different 
than they are today, but every time it has been called to my attention, 
and I have had at least one little experience with it, it has been where 
seamen have taken advantage of their position to impose upon mer- 
chants. 

I knew the wife of a steamship captain who lived right next to us 
in an apartment for many years that had a group of collectors stand- 
ing outside the door. It was during the days of the depression and 
her husband had a good salary and it gave her a certain buying 
power. She abused it, and said, “They cannot touch our wages.” 
It wasa direct abuse. I have seen that before. 

I wonder why do we continue to have this on the statute books? 
In the old days, there was a good reason for it perhaps so that no one 
would exploit the seamen. 

Mr. Suaptro. It was the citizen on land, the wife who garnished 
the salary which meant that the man came back after a month’s 
voyage and had no money coming to him. 

Mr. Mirier. That is right; but men going to sea are not much 
different now than people working in factories or anything else. They 
are out for 9 or 18 days. Then they are back home. The operations 
of the sea have come into the same relative position as that of people 
who work ashore. If aman wants to abuse his privilege just because 
he is a seaman, I do not see why he should be allowed to do it any more 
than the man who works in an automobile factory. 

Mr. Suariro. Clearly it was not designed for that purpose. It was 
designed for protective purposes. 

Mr. Miiier. Now it is used that way. 

Mr. Suarieo. [ would suspect that on occasions it might be used 
for that purpose. 

Mr. Mixxer. I wonder why it should be continued, I want to hear 
the argument as to why it should not be repealed outright. 

Mr. Barsera. I know, Mr. Miller, of actual cases where attachments 
were presented to us on seamen out at sea because of default. Some- 
one has to protect the seaman. If he was ashore he would be able to 
appear at a hearing covering some garnishee and perhaps explain 
and defend himself whereas the other way he is out and the attach- 
ment went through by default. 
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Mr. Miter. I am not a lawyer but I cannot conceive of any judge 
not taking into consideration the fact that a man is at sea. 

Mr. BARBERA. They do not tell him he is at sea. They do not tell 
the judge that it is a seaman. They say it is John Jones; where is 
John Jones ? 

Mr. Minter. You can always go in and plead that he is at sea and 
show that he is a bona fide seaman and is at sea. 

Mr. Ray. It might cost more than it is worth. 

Mr. Casry. W ill the gentleman yield? 

Mr. Miuter. Yes. 

Mr. Casey. In that case, are you going to put the burden on the 
shipping company to defend the seaman in all these law suits ¢ 

Mr. Mitrer. No; I donot think the shipping company comes into it. 

Mr. Casey. They do when they serve an attachment on them. All 
they do is say, “We are stakeholders. We have the money.” 

Mr. BARBERA. We are being served all the time with attachments 
which we have to return and quote this section. 

The Cuamman. Mr. Tollefson suggested an amendment. He had to 
leave for an engagement. 

Mr. Drewry. Let me read this to you gentlemen and see if it might 
fit the bill and, if not, see if you have any suggestions. At line 10, a 
comma after the word “them” and then add “except pursuant to the 
tax laws of the State, Territory, or Commonwealth or subdivision of 
any of them of which such individual is a resident.” 

Mr. Suaprro. Mr. Drewry, this is virtually the identical language 
of that which we originally entertained. As a matter of fact, I have it 
here as it arrived from our principal office in New York as a possible 
alternative. 

Frankly, because of the situation that Mr. Barbera indicates, where 
the paying off on a particular voyage can be in a variety of States and 
you can go from Federal articles to ) domestic articles in a voyage from 

Baltimore to New York when you originated in Latin America, I 
respectfully suggest that the amendment, while obviously designed 

to dlarity this situation, is not going to settle it. 

ve Drewry. Do you have any suggestions ? 

Mr. Suarrro. Frankly, the only suggestion I have to make that will 
really clarify this situation is the bill as introduced by the chairman. 
I think it is the only thing that will do the trick. 

Mr. Drewry. I recognize, of course, that seamen do travel around 
quite a bit but there are other industries where they do likewise. 

Mr. Suariro. No, sir. There are other industries where they travel 
around, such as the aviation or railroad industry and buses and 
trucks, but there is no other industry that has this Federal law that 
makes it illegal for us to withhold from them; truck operators and bus 
operators and the aviation industry do not have it. This is the heart 
of our problem. 

Mr. Drewry. They manage to survive having to handle a multi- 
plicity of withholdings. If ‘they can do it, cannot the steamship in- 
dustry? As Mr. R: ay says, if you did not bavé the law at all, you say 
that would solve the pr oblem. 

Mr. Suarrro. It would solve a legal problem. 

Mr. Drewry. You would not favor repealing it because there are 
other things involved other than taxes? 
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Mr. Suapiro. Our situation is considerably more complicated than 
that of other industries that operate in a variety of different States 
because we are obligated to pay off at particular points. When we 
arrive in Baltimore, for instance, on a foreign voyage, we are obli- 
gated to pay off. The truck operator operating between New York 
and New Jersey is not operating as far as I know to pay off at any 

articular place. He can pay off in New York. In effect, he is doing 

usiness in New York. The checks for people in the aviation indus. 
try of the largest American airline come out of Oklahoma City, and 
as far as I know, are paid out of New York to employees who may be 
in California, Florida, and a variety of different places, so that there 
is less complication in regard to the paying off structure in other in- 
dustries completely apart from the legal issue. 

I understand your situation, Mr. Drewry. 

The Cuatrman. As this bill is drawn, you only withhold the Fed- 
eral tax and it would exempt you from withholding any State, county, 
or city taxes. a 

Mr. Suapiro. That is right, but it would not exempt the seaman 
from paying them. 

The Cuarrman. I know two or three men from my community that 
go off and stay 7 or 8 months in the year and just come home once in 
awhile. They are all seamen. 

Mr. Ray. Are they paid in different places? Do they receive their 
pay in different places or do their checks come home ? 

The CuarrmAn. They get paid in New York, Norfolk, wherever the 
ship pays off. 

Do you pay by check or cash? 

Mr. Barsera. It is cash. 

Mr. Suartro. Mr. Bonner, there is one possibility. We can enter 
into informal arrangements with the States by which, when we fill 
out a Federal’ W-2 form in which we indicate the individual and his 
residence and how much he earns, we could send a copy of that to each 
of the States so that they know that John Jones who is a resident 
of North Carolina earned from X company $1,000, if there is any prob- 
lem about the State not knowing how much money the individual has 
earned. This we could do. 

Mr. Drewry. Is it the uniform practice to pay off in cash all over 
the country ? 

Mr. Barpera, Yes. 

Mr. Drewry. If he is paid off in cash, I do not think it is too hard 
to see why there is some concern on the part of some of the States 
whether the collections will be as complete as they might wish. 

Mr. Suarrro. Mr. Drewry, I think the concern of the State would 
exist no matter in what form his payment was made, but I do think 
that the implication that the failure to withhold means the failure 
to pay is really not a very fair implication. 

Mr. Drewry. I do not think that that implication has really been 
made. I think it is recognized that in any class of people the reason 
that the withholding device is becoming so popular is because it brings 
about a better return on taxes due than if left solely to the individual. 

Mr. Suaprtro. I think it is true that there are fewer leakages on 
that basis but if the problem is the State knowing how much the sea- 
man who is the resident of that State has made, we could provide the 
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State with that information and then it would be the normal obliga- 
tion of the State and resident to arrange for the payment of the taxes. 

The CuairMAn. That would look like about the only solution. 

Mr. Ray. Are there any negotiations pending between your asso- 
ciation and the State departments to clarify this as a practical matter ? 

Mr. Barbera. We have a deferment in the State of New York until 
such time as this section is amended one way or the other. They 
understand our problem that this section prohibits any withholding 
and they are waiting for some clearance of this section being amended 
or not. 

Mr. Ray. Do they recognize that that section you refer to applies 
to the particular situation of seamen ? 

Mr. Barsera. Yes, sir. 

Mr. Ray. So that there is no problem of withholding at the moment 
in New York. 

Mr. Barsera. Well, some lines are withholding and other lines are 
not. 

Mr. Suariro. The point is, Mr. Ray, while they recognize the issue 
they recognize that it is a Federal issue because it is a Federal law 
that created the problem and they, as the States, are not seeking to 
solve it. They feel that it is up to the Federal Government to solve it 
one way or the other. 

Mr. Ray. What happens if if goes on as is? 

Mr. Suartro. This is our big fear that if it goes on as is and is 
left for ultimate resolution in a court, the liability of steamship own- 
ers who are strictly the middlemen i in the proposition will be tremen- 
dous. This is why we ask that with great haste some clarification be 

made because, for each day that we withhold any part of a seaman’s 
pay illegally, we are subject. by Federal law to 2 hoe ays’ ee 7 as a fine. 
As a result, if you resolve this a year from now, simply through the 
process of withholding $100 for a seaman, that seaman has 2 years’ 
pay coming to him if he wins in a court and, Mr. Haddock informs me, 
they are going to collect, too. 

If you multiply this by 48 States, you can break every steamship 
company in the United States at the end of 2 years. 

We know from a court decision in Oregon that. at. least one court 
and the only court that we know in whic h it was tried in a State did 
rule in 1949 that withholding taxes from seamen for State income 
taxes in Oregon was illegal exactly on this same section 601, so we are 
really on the ¢ griddle. 

Mr. Barsera. As a matter of fact, here only last year there was an 
amendment allowing the steamship owners to accept income tax re- 
assessments by the U.S. Government against seamen’s salary. 

Up until that time, the shipping commissioner refused to accept 
and allow us to deduct. 

Mr. Casry. May I ask a question ? 

The CHarrMan. Do you have a good solution for this? 

Mr. Casey. I have no solution. I am probably just going to con- 
found the situation more. 

Do I understand that now it is illegal for you to withhold ? 

Mr. Barpera. Yes, sir, under this section! 

Mr. Casey. This will—would make it what, illegal ? 
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Mr. Suariro. It would clarify, The original law just says arrest- 
ment of wages, Mr. Casey. It does not specifically refer to income 
taxes of States. 

This is the 1915 statute. 

All we are seeking to do is to clarify that the arrestment of w ages 
includes withholding for States and municipalities. 

Mr. Casex. Will this keep you from being sued ? 

Mr. Suapiro. It will keep us from being sued under the Federal] 
statute. 

Mr. Casey. How about the State laws which require you to with- 
hold? Will this supersede the State law / 

Mr. Suapiro. We feel that the Federal law would, of course, super- 
sede the State law. 

The CuamrmMan. Suppose it was amended to say that you just with- 
hold the Federal tax, and withhold all State and other taxes where 
you are given notice. Would that do it ? 

Mr. Suapriro. Mr. Chairman, it does not have to, because this does 
not touch the Federal tax. We are withholding for Federal tax. 
There is no question about that. We would enter into voluntary 
agreements with the individual States by which we would send them 
copies of our W-2 form by which they would know whatever resident 
of their State employed by a shipping company earned, so that there 
would be no question that any individual State could go and say, “John 
Jones, you are a resident and we have these papers that indicate that 
last year you earned $4,000 and you owe us X amount of money on 
that $4, 000.” 

Mr. Casey. This is the easy solution for you here. This is the one 
that would relieve you of a lot of bookkeeping and things of that 
nature? 

Mr. Suapiro. Us and the seamen. 

Mr. Casey. Another solution might be that you would only with- 
hold based on the residence that the seaman indicates on his papers? 

Mr. Suaprtro. That does not really present any solution because of 
the problem of paying off in various areas depending upon where you 
return froma particular voyage. 

The CHarrmMan. Suppose when you sent this notice to the States 
that you withheld from the Fede1 “al, got the amount, and you attached 
the memorandum, “We will w ithhold for the State if so requested”? 

Mr. Suariro. We would be in violation of the Federal law, Mr. 
Bonner. 

Mr. Drewry. You think you would? 

Mr. Suariro. We think we would, and in the one State in which 
this has been tried, the court has said we would so that we are fairly 
certain. 

The CuHatrmMan. You mean that the question is that you cannot 
under any conditions withhold for States ? 

Mr. Suarrro. That is right, and the one court in which this was 
tried confirmed this opinion. 

The CHAIRMAN. Then we will just change the law that you can 
withhold for Federal, and for the States and all other subdivisions 
where requested. 

Mr. Suarimo. This would create the tremendous problem to which 
Mr. Barbera addressed himself. 
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The CuairMAN. You mean a bookkeeping problem ? 
Mr. Suarrro. It is administrative largely and it is a question of the 
seaman ultimately paying taxes in three, four, five, or maybe six dif- 


ferent communities. 
The CHarrMan. If he was only a resident of one you would just 


withhold for that ? 

Mr. Barpera. He would be paying his taxes if we paid the payoff 
in Maryland toa Maryland resident. 

The CHarrman. Ir respective of where you paid the taxes it would 
only be withhold for the State in which he resided ? 

Mr. Barsera. That would mean that we would deduct in New York 
all the State’s residents that are subject to withholding. 

The CHarrman. Wherever he is paid, deduct it for his residence 
State. Let him fight it out. 

Mr. Suartro. Mr. Bonner, our problem is that as we arrive in Balti- 
more and pay off a crew, if it is a steamship company rather than an 
agency, they would deduct withholding taxes for the State of Mary- 
land. 

The CuairMAN. You mean even if a man resided in another State? 

Mr. Suarrro. If the resident, the member of the crew, is from Mary- 
land, we could only deduct for the State of Maryland as we pay off in 
Maryland, but we have paid off New York, lowa, North Carolina, 
Florida, and Texas residents at the same time in Baltimore. Now, 

we go to New York and we have another little payoff from the voyage 
between Baltimore and New York. Now, at New York we can deduct 
for the New York resident for the 3 or 4 days’ voyage between Balti- 
more and New York, but we have already paid off the New York resi- 
dent in Baltimore on his 80- or 50-day voyage. 

Mr. Barsera. We have not withheld taxes. 

Mr. Drewry. Why can you not withhold taxes at each place that 
you pay off for the residence of the seaman ? 

Mr. Barsera. Then we would have to modify this and say withhold 
for residents of all States that now have withholding taxes in effect 
and not locally the residents of that local State that we pay off at. 

If we follow that principle of taxing those within the State that we 
pay off, the total tax for the individual would not be accounted for 
at the end of the year. You have not gotten it all because if he is paid 
off in three other States during the year there has been no withholding 
against him. 

The CHatrMan. Every place you pay him off withhold it for the 
State which he declares his residence. That is what I mean. 

Mr. Barsera. That is workable where we have branch offices but, 
where we have agents, it is not. 

The Cuatrman. When he signs his articles he will have to give his 
State residence and wherever he is paid you hold it for that State if 
they have a State withholding law. 

Mr. Suapriro. Every time we pay off. 

The Cuarrman. If the State has a withholding law. When he signs 
his articles he has to give his residence. 

I do not want to complicate it. 

If the State does not have a withholding law, do not deduct it. 

Mr. Barpera. We have States that require w ithholding of residents 
and nonresidents. 
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Mr. Suarrro. Massachusetts is one. 

Mr. Barsera. New York is another. 

Mr. Casey. That is not an income tax. It is a payroll tax. 

Mr. Suaprro. It is a tax on the payroll of the wage earner within 
the State. 

Mr. Casry. But it is based on payroll. 

Mr. Suaptro. It is withholding. It is an entirely different tax 
from a payroll tax. The payroll tax is on the business. The income 
tax is on the individual. 

Mr. Down1NneG. How can a State withhold from a nonresident ? 

Mr. Barpera. We are doing it in the State of New York, the State 
of Massachusetts. There are 20 of these States that are holding both 
resident and nonresident. 

Mr. Downtna. The same percentage? 

Mr. Barsrra. Every State is different. 

Mr. Downtnc. For the nonresident and resident ? 

Mr. Barsera. Some are the same rate. Some take 15 percent of the 
Federal tax. Some take 6 percent of payroll, a half percent of wages. 

Mr. Suarrmo. Mr. Downing, if you were a resident of New Jersey 
as a seaman or shoreside employee and worked in New York, your 
employer in New York is obligated to deduct withholding from your 
income even though you are a resident of New Jersey and, as a matter 
of fact, New Jersey does not have an income tax. 

The CHarrmMan. Let me ask you this. If a representative of the 
corporation traveled all over the United States and his domicile is in 
Detroit, we will say, and sells merchandise in the State of New York 
and gets a commission on it so many times a year, does his home office 
out = Detroit have to deduct from his commissions this New York 
tax ¢ 

Mr. Suaprro. It is on the basis of the place of business. 

The CuarrMan. How do they work it? Is that the same situation? 
How do they do it? 

Mr. Barsera. They would perhaps deduct it. Iam not quite certain. 
I think they would deduct it and the man would have to file a credit 
refund showing that the number of days in the State is less than the 
working allowance days. 

The Cuarrman. Why do you not just deduct it all and let somebody 
else fight out this thing ? 

Mr. Barsera. That is right. 

The CuHarrMan. We will amend the law so that you can just deduct 
these taxes and then let them scrap over it to see who gets the money. 

You withhold and let the States and individual wrestle over it. We 
will amend the law so that you can withhold it. 

Mr. Suartro. Authorizing withholding for residents? 

The Cuatrman. Then let the rest of them fight over it. 

Mr. Suariro. It seems like apparently the only particular compro- 
mise at the moment that can resolve this problem but I should not be 
speaking for this group in particular because they have a gentleman 
representing them here. 

The Cuatrman. That is all right. I see the position you are in. 
Just withhold it and let the States and individual scrap over where 
it is paid. We will amend the act that way. 
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Mr. Barsera. At least in amending it we are covered by the avoid- 
ance of the suit by the seamen. 

The CHAarRMAN. Then the State and individual can make their own 
arrangement. I have to do it. Everybody else has to do it. We will 
amend the law so that you withhold the tax and then let the individual 
and the State scrap over who gets it. 

Mr. Suaptro. Mr. Bonner, that sounds like a feasible solution. 

The CuarrMan. Is that not a simple solution of it? What would be 
the trouble with that? 

Mr. Suaptro. There are complications, of course. 

The Cuarrman. All these taxes are complicated. I have complica- 
tions on my own. 

Mr. Suapiro. Mr. Bonner, I wonder, in order to avoid time con- 
sumption on the part of you gentlemen, if we might have an oppor- 
tunity of sitting down with counsel and discussing this a little bit 
further. 

The Cuatrman. I am going to give you one more time and then not 
hear this any more. This is the second or third time we have heard 
this proposition. 

You can work it out with counsel. It is going to have to be satis- 
factory with this committee. 

The committee is adjourned. 

(Whereupon, at 11:25 a.m., the committee adjourned, subject to 
the call of the Chair.) 
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FRIDAY, JULY 24, 1959 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON MercHANT MARINE OF THE 
CoMMITTEE ON MercHant MARINE AND FISHERIES, 

Washington, D.C. 


The subcommittee met at 10 a.m., in room 219, Old House Office 
Building, Hon. Herbert C. Bonner (chairman of the full committee) 


residing. 
The CHAIRMAN. The committee will come to order. We have for 


consideration this morning H.R. 6888. 
(H.R. 6888 follows :) 


[H.R. 6888, 86th Cong., 1st sess. ] 


A BILL To amend section 4132 of the Revised Statutes, section 37 of the Merchant Marine 
Act, 1920, and section 2 of the Shipping Act, 1916 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 4132 of the Revised Statutes, as 
amended (46 U.S.C. 11), is amended by striking out of the first sentence thereof 
the words “or corporations organized and chartered under the laws of the United 
States, or of any State thereof, the president and managing directors of which 
shall be citizens of the United States” and inserting in lieu thereof the words 
“or corporations organized and chartered under the laws of the United States, 
or of any State thereof, of which the president shall be a citizen of the United 
States and such number of its directors shall be citizens of the United States 
as will at any meeting of the board of directors, a quorum being present, be 
a majority of the directors present”. 

Sec. 2. Section 37 of the Merchant Marine Act, 1920, as amended (46 U.S.C. 
888), is amended by striking out the words “by this Act”’. 

Sec. 3. Section 2 of the Shipping Act, 1916, as amended (46 U.S.C. 802), is 
amended by striking out of subsection (a) the words “in the case of a corporation, 
unless its president and managing directors are citizens of the United States” 
and inserting in lieu thereof the words “in the case of a corporation, unless its 
president is a citizen of the United States and such number of its directors are 
citizens of the United States as will at any meeting of the board of directors, 
a quorum being present, be a majority of the directors present,”. 


The Cuarrman. The first witness this morning is Mr. Casey. 


STATEMENT OF HON. ROBERT CASEY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Mr. Casry. Mr. Chairman, I have the bill before the committee this 
morning, H.R. 6888, which proposes to amend section 4132 of the Re- 
vised Statutes, section 37 of the Merchant Marine Act, 1920, and 
section 2 of the Shipping Act, 1916. | 

Section 4132 of the Revised Statutes, amended, in describing the 
qualifications for documentation of vessels under the U.S. flag pro- 
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vides in part that if such vessel is owned by a corporation, the presi- 
dent and managing directors of the corporation shall be citizens of 
the United States. In the administration of this statute the Bureay 
of Customs has consistently ruled that a director of a corporation 
who is not an officer or otherwise engaged in the active day-to-day 
management of the corporation’s affairs is not a managing director 
and does not disqualify the vessel owned by such corporation for docu- 
mentation. 

Section 2 of the Shipping Act of 1916, as amended, in defining 
“citizens of the United States” as applied to a corporation provides 
in part that the president and, using the same language, “managing 
directors” of the corporation shall be citizens of the United States, 

In the administration of this statute the Maritime Administration 
has ruled that any director of a corporation is a managing director 
and, therefore, if a corporation has an alien on its board, even though 
not an officer and even though he takes no part in the day-to-day 
management of the corporate affairs, the corporation is an alien for 
the purpose of the Shipping Act. 

The inconsistent interpretations given these statutes by the Bureau 
of Customs and the Maritime Administration has resulted in some con- 
fusion and embarrassment to the departments and much confusion 
and uncertainty to the operators of the vessels in the American mer- 
chant marine and in the application of shipping laws where the ques- 
tion of citizenship is pertinent. 

The purpose of my bill, Mr. Chairman, is to eliminate from the 
statute the words which received the inconsistent interpretations and 
thereby achieving uniformity and certainty in the administration of 
the shipping law. 

It also is to allow some of these major corporations who have cour- 
tesy directorships, exchange of courtesy directorships with foreign 
companies, to allow them to register their ships as citizen corporations. 
That is the only purpose of this bill. 

The CuatrMan. Mr. Tollefson. 

Mr. Tortusrson. The Maritime Administration says every director 
is, in a sense, a managing director. 

Mr. Casey. This wording, “managing directors’, I think was in- 
herited from the old English custom where they do have designated 
managing directors of corporations. Over here you have no such 
designation under the law, and the Maritime Administration says all 
directors are managing directors. 

Mr. TotitErson. The Customs view is more liberal? 

Mr. Casey. Customs say if they are not a president, secretary, treas- 
urer, and so forth, actively engaged in running the day-to-day affairs 
of the business, then they are not managing directors. They make an 
interpretation as to what a managing director is. 

Mr. TottEerson. Your law would, in effect, put in effect the customs 
view ¢ 

Mr. Casty. What it would do, Mr. Tollefson, is this. The purpose 
of the bill is to allow them to have alien directors so long as the 
number of alien directors does not exceed 50 percent of a quorum. 
In other words, you always want to have a majority of a quorum as 
U.S. directors, whenever a quorum is sitting. 
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You will hear some of the departmental reports here. One of them 
suggests a little change in the language so there will be no possibilit 
of misunderstanding the intent of this bill. As far as I am concerned, 
I would be happy to accept the change in language. 

Mr. Totterson. What is Maritime’s view on it? 

Mr. Casey. They are going totestify. __ 

Mr. Touterson. Have they given an opinion ? 

The Carman. They suggest certain changes which are acceptable. 

Mr. Totterson. That is all, Mr. Chairman. ' 

Mr. Jounson. Mr. Chairman, I think there is great merit to the bill 
but, as I understand the sponsor, he is willing to accept the amendment 
dealing with the question of a quorum so that there is no question 
that the American directors would constitute a quorum at a meeting. 

Mr. Casry. I think you are going to hear some testimony from one 
of the Department witnesses with specific recommendations as to 
language. If that will clear it up, I am certanly interested in keep- 
ing the companies definitely U.S. controlled and U.S. citizen con: 
trolled. That is the only purpose of this bill, as I stated before, to 
allow some exchange of directors. It is in keeping with this modern 
world where we have international business going on and the world 
is shrinking and we have to realize it. 

Mr. Miter. Mr. Chairman. 

The Cuarrman. Mr. Miller. 

Mr. Miter. Mr. Casey, do you know whether the British, for in- 
stance, allow British shipping companies to have directors that are 
not citizens of Britain / 

Mr. Casry. No; I cannot answer that. 

Mr. Miter. How about any of the other maritime nations? 

Mr. Casey. This bill was primarily stimulated not by shipping 
companies but by large industries who have their own ships. I do 
not know, but I was told one of the requests for this bill was because 
they had an exchange of directorships. 

Mr. Mitier. I am not familiar with it. I have no particular inter- 
est, but I do want to say I would be very conscious of opening any 
doors, even little cracks, in the armor that surounds the merchant 
marine, even to accommodate some big companies. 

Mr. Casey. I appreciate your caution. 

The Cuairman. It might go further than the merchant marine. 

The first witness will be Mr. Morse of the Maritime Commission. 
However, before Mr. Morse testifies we will put in the record the re- 
ports which have come in on this bill and a couple of letters, one from 
the Metropolitan Life Insurance Co. and another from the Standard 
Oil Co. of New York. 

(The documents referred to follow :) 


THE SECRETARY OF COMMERCE, 
Washington, July 28, 1958 


~ 4798. 


Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fish eries, 
House of Representatives, Washington, D.C. 


Dear Mr. CHAIRMAN: This letter is in reply to your request of May 6, 1959, for 
the views of this Department with respect to H.R. 6888, a bill to amend section 


4132 of the Revised Statutes, section 37, of the Merchant Marine Act, 1920, and 
section 2 of the Shipping Act, 1916. 
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The purpose of the bill is to change the definition of “citizen of the United 
States” in section 2 of the Shipping Act, 1916, so as to include in that definition 
(if the stock ownership requirements of sec. 2 are met) corporations organized 
under the laws of the United States, or any State thereof, who have some alien 
directors, but not so many alien directors that a lawful meeting of the board 
of directors could be held without a majority of the directors present being 
citizens of the United States; and to make changes in the documentation laws 
to allow vessels owned by such corporations to be documented. 

The Department of Commerce has no objection to enactment of the bill if the 
bill is amended as hereinafter proposed. 

The practical effect of the bill would be to allow vessels owned by citizens of 
the United States (or by corporations organized under the laws of the United 
States, or any State thereof) to be transferred, mortgaged, leased, or chartered to 
such corporations with alien directors without the consent of the Secretary of 
Commerce, and to make such corporations eligible for aid under the Merchant 
Marine Act, 1936. 

Under existing law several large railroads, oil companies, and industrial com- 
panies which operate vessels as an incident to their main business are classed, 
by the Maritime Administration, under section 2 of the 1916 act, as noncitizens 
of the United States because they have one or more alien directors. These direec- 
tors are usually Canadians or Englishmen. These corporations have not for this 
reason been disqualified as transferees of vessels covered by the 1916 act, because 
the Maritime Administration has in each case consented to the transfer of the 
vessels. Some such corporations, however, would evidently prefer not to be 
classified as noncitizens of the United States. 

The documentation laws (sec. 4132 of the Revised Statutes, 46 U.S.C. 11) 
which are administered by the Bureau of Customs, Department of the Treasury, 
provide that a vessel owned by a corporation organized in the United States, 
or any State thereof, whose president and managing directors are citizens of 
the United States, can be documented. Our understanding is that the Bureau 
of Customs under existing law will document a vessel owned by a corporation 
with some alien directors if a committee of the board of directors consisting 
only of citizens of the United States is designated as the managing directors of 
the maritime affairs of the corporation. 

Section 27 of the Merchant Marine Act, 1920 (which is also administered 
by the Bureau of Customs, Department of the Treasury), prohibits the trans- 
portation by water between points in the United States embraced within the 
coastwise laws in any other vessel than a vessel built in the United States, 
documented under the laws of the United States, and owned by citizens of the 
United States as defined in section 2 of the Shipping Act, 1916. 

One of the requirements for U.S. citizenship under section 2 of the Shipping 
Act, 1916, is that the president and managing directors of the corporation be 
citizens of the United States. Our understanding is that in the administration 
of section 27 of the Merchant Marine Act, 1920, the Bureau of Customs con- 
siders this portion of the citizenship requirement satisfied if a corporation with 
alien directors creates a committee of its board of directors consisting only of 
citizens of the United States, which it designates as the managing directors of 
the maritime affairs of the corporation. 

Sections 9 and 37 of the Shipping Act, 1916 (which are administered by the 
Maritime Administration, Department of Commerce), prohibit the transfer, 
mortgage, lease, or charter of vessels covered by the act to persons not citizens 
of the United States without the consent of the Secretary of Commerce. In 
the administration of these sections, the Maritime Adniinistration considers any 
corporation which has an alien director to be a noncitizen of the United States, 
because it considers all the directors of the corporation to be the managers of the 
corporation. 

We think that the intent of the bill is to limit the number of alien directors of 
a citizen corporation so that at any meeting of the board of directors which is 
attended by all of the alien directors, and at which a quorum of the board is 
present, a majority of the directors present would be citizens of the United 
States. This would limit the number of alien directors to a number not exceed- 
ing one-half the number of directors required for a quorum. 

The language of the bill, however, might possibly be susceptible of a different 
interpretation. The bill provides that one of the requirements of a citizen 
corporation would be that “such number of its directors are citizens of the 
United States as will at any meeting of the board of directors, a quorum being 
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present, be a ma jority of the directors present.” This could possibly be con- 
strued as requiring that only such number of directors need be citizens as 
would be a majority of a quorum; so that if there were 15 directors, for 
example, and a quorum under the corporation charter or bylaws was seven, 
then only four directors need be citizens of the United States. 

We recommend, therefore, that (to clarify the language) the bill be amended 
py striking out of lines 1 through 4 and lines 14 through 17 of page 2 the words 
“and such number of its directors shall be citizens of the United States as will 
at any meeting of the board of directors, a quorum being present, be a majority 
of the directors present” and inserting in lieu thereof the words “and no more of 
its directors than one-half the number necessary to constitute a quorum are 
not citizens of the United States.” 

The Department considers that with this amendment the provisions of the 
pill would be an adequate safeguard with respect to the citizenship of directors 
of unsubsidized operators. The Department does not, however, believe that 
these provisions should be extended to operators who hold an operating-differ- 
ential subsidy contract under title VI of the Merchant Marine Act. 1936. 

The Department therefore recommends that the bill be amended by inserting 
at the end thereof a new section 4 to read as follows: 

“Seo. 4. Section 905(c) of the Merchant Marine Act, 1936, as amended, is 
amended by striking out the words ‘section 2 of the Shipping Act, 1916, as 
amended (U.S.C., title 46, sec. 802),’ and inserting in lieu thereof the words 
‘section 2 of the Shipping Act, 1916, as amended (U.S.C., title 46, sec. 802), and 
with respect to a corporation under title VI of this act, all directors of the 
corporation are citizens of the United States.’ ” 

So amended, this Department does not object to favorable consideration of the 
bill. 

The Bureau of the Budget has advised that there would be no objection to 
the submission of this report to your committee. 

Sincerely yours, 
FREDERICK H. MUELLER, 
Acting Secretary of Commerce. 


DEPARTMENT OF THE NAvy, 
OFFICE OF THE SECRETARY, 
OFFICE OF LEGISLATIVE LIAISON, 


Washington, D.C. 
Hon. HERBERT C. BONNER, 


Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 


My Dear Mr. CHAIRMAN: Your request for comment on H.R. 6888, a bill to 
amend section 4132 of the Revised Statutes, section 37 of the Merchant Marine 
Act, 1920, and section 2 of the Shipping Act, 1916, has been assigned to this 
Department by the Secretary of Defense for the preparation of a report thereon 
expressing the views of the Department of Defense. 

This bill would amend existing law so that U.S. shipping lines, accorded cer- 
tain benefits under such law, may have aliens on their boards of directors. The 
bill provides, however, that the board of directors must consist of enough mem- 
bers of U.S. citizenship to assure that such citizens will be in the majority at 
any meeting wherein a quorum is present. 

As enactment of this legislation would have no direct effect on this Depart- 
ment, the Department of the Navy, on behalf of the Department of Defense, 
neither supports nor opposes enactment of H.R. 6888 but defers to the views of 
those executive agencies having primary interest therein. 

This report has been coordinated within the Department of Defense in accord- 
ance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report on H.R. 6888 to the 
Congress. 

Sincerely yours, 
JOHN S. McCain, Jr., 
Rear Admiral, U.S. Navy, 
Chief of Legislative Affairs. 
(For the Secretary of the Navy.) 
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COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, May 29, 1959. 
Hon. Hersert C, BONNER, ; 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

Dear Mr. CuarkMAN: Further reference is made to your letter of May 6, 
1959, acknowledged on May 7, requesting the comments of the General Account- 
ing Office concerning H.R. 6888, 86th Congress, Ist session, entitled “A bill to 
amend section 4132 of the Revised Statutes, section 37 of the Merchant Marine 
Act. 1920, and section 2 of the Shipping Act, 1916.” 

We have no special information or knowledge as to the need for or desirability 
of the proposed legislation and, therefore, we make no recommendation with 
respect to its enactment. However, we should like to call attention to the fact 
that since both the 1936 act and the Merchant Ship Sales Act of 1946 provide 
that “citizens of the United States” includes a corporation “* * * only if it is 
a citizen of the United States within the meaning of section 2 of the Shipping 
Act, 1916 * * *,” consideration may be desired regarding the effect of the 
present amendment upon those acts. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


TREASURY DEPARTMENT, 
Washington, July 21, 1959. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House Office Building, Washington, D.C. 


My Dtar Mr. CHAIRMAN: I have your letter of May 6, 1959, requesting a 
statement of this Department’s views and recommendations on H.R. 6888, a bill 
to amend section 4132 of the Revised Statutes, section 37 of the Merchant 
Marine Act, 1920, and section 2 of the Shipping Act, 1916. 

The bill would substitute for the present requirement that all managing direc- 
tors be citizens of the United States in the case of a corporation owning and 
operating vessels under the navigation laws administered by this Department, 
and for the purposes of the laws relating to shipping administered by the Mari- 
time Administration of the Department of Commerce, a requirement that a 
majority of the.corporate directors attending any board meeting at which a 
quorum is present shall be citizens. 

For the reasons stated in the attached memorandum, the Treasury Depart- 
ment favors the principle espoused by the proposed legislation. However, it 
questions the workability of the bill as written and suggests the consideration 
of certain basic considerations keyed to the navigation laws with which this 
Department is concerned. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
(Signed) A. Gr_MorE FLUEs, 
Acting Secretary of the Treasury. 


MEMORANDUM ACCOMPANYING THE Report ON H.R. 6888, A Britt To AMEND SEc- 
TION 4132 oF THE REVISED STATUTES, SECTION 37 OF THE MERCHANT MARINE 
Act, 1920, AND SECTION 2 oF THE SHIPPING AcT, 1916 


The basic documentation statute contained in section 4132 of the Revised 
Statutes (46 U.S.C. 11), as well as section 2 of the Shipping Act, 1916 (46 
U.S.C. 802), and section 37 of the Merchant Marine Act, 1920 (46 U.S.C. 888), 
which define a corporate citizen for the general purposes of the Merchant Marine 
Acts require, among other things, that all managing directors of a corporate 
vessel owner be citizens. 

The bill would substitute the requirement that only such number of directors, 
whether managing directors or not, shall be citizens as will constitute a majority 
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of the directors present at any meeting of the board which has a quorum present. 

Speaking to the citizenship requirements for the documentation of vessels of 
the United States which are administered by the Bureau of Customs, the Treas- 
ury Department recognizes the need for clarification of the status of managing 
directors. The designation “managing” has its roots in the organization of 
corporate entities in vogue in England over a hundred years ago. American 
corporations, so far as can be ascertained, did not adopt the English practice 
of designating directors as managing or otherwise. Therefore, insofar as corpo- 
rate owners of documented vessels were concerned, the corporations were bur- 
dened with a concept of citizen director control of vessel activities not applicable 
to corporate owners of other forms of transportation. This has given rise to 
confusion in which administrative interpretation has largely provided the guiding 
principles. 

As far as the Bureau of Customs and its predecessors were concerned, in the 
absence of a specific designation of managing directors, all members of the board 
were considered to be managing directors. Obviously, this has permitted the 
creation of managing directors through the medium of corporate bylaws, such 
specially devised seats on the board being limited to citizens. The bill as written 
is a step in the right direction, but does not accomplish all that might be desired. 

Modern methods of financing corporate ventures, coupled with the current 
desire to attract foreign capital which often involves the grant of one or more 
seats on the board of directors to persons other than citizens of the United 
States, is a fact that must be faced squarely. In the interest of the orderly and 
efficient conduct of corporate business there is much to be said for the removal 
of all citizen-director requirements. This approach is bolstered by the fact that 
directors normally vote the desires of the stockholders to whom they are re- 
sponsible for their places on the board, whether they are citizens or aliens. 
Therefore, it would seem certainly as far as the Treasury Department’s jurisdic- 
tion is concerned, that the requirement for a majority stockownership by citizens 
for general vessel operation and a three-fourths ownership by citizens for opera- 
tion in the coastwise trade, thus insuring for all practical purposes, a 51 and 75 
percent citizenship representation, respectively, on the board of directors, plus 
the further requirement for statutory organization under domestic law and the 
prohibition against transfer of a vessel to foreign ownership or flag without 
Government sanction, are persuasive arguments for removal of all citizen-director 
requirements. 

Of course, if a percentage of citizen membership on the board of directors is 
desired as a matter of legislative policy, the Department would not object to a 
requirement that the citizenship of directors follow the percentages already 
established for stock ownership. However, even this is no guarantee that all 
vessel business of the corporation will be conducted according to the views of 
the citizen stockholders and really adds little, if anything, to the control of 
corporations by the United States. It is entirely possible for the citizen directors 
constituting the majority of the board to split into groups, one or more of which 
may be allied with the view of the alien directors and thus prevail. Further- 
more, such an alliance of views would not constitute the type of alien domination 
condemned by statutes forbidding an alien interest in the ownership and opera- 
tion of American vessels, whether by way of trust, confidence, or otherwise. 
(See 46 U.S.C. 19, 41, and 802(b).) 

The issue is clearly one for congressional decision on grounds of legislative 
policy in view of the many statutes affected. The Treasury Department is not 
in a position to deal with all of the matters involved. However, speaking to the 
Department’s administration of the navigation laws relating to the documenta- 
tion and operation of vessels, with particular reference to avoiding troublesome 
problems of administration, the Department would give first preference to the 
removal of all citizen-director requirements and a secondary preference to a 
requirement that the citizenship of directors follow the percentages already 
established for stock ownership. 

No suggestion is made at this time for specific amendatory language since this 
must necessarily await the development of legislative policy. However, the 
Department will be glad to cooperate with any drafting group designated by 
the legislative branch and to make available such technical assistance as may 
be desired. 


48571—59—_6 
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METROPOLITAN LIFE INSURANCE Co., 
New York, N.Y., June 17, 1959. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 


Dear Srr: We understand that your committee has presently before it for 
consideration a bill designated as H.R. 6888, entitled “A bill to amend section 
4132 of the Revised Statutes, section 37 of the Merchant Marine Act, 1920, and 
section 2 of the Shipping Act, 1916,” such bill having been introduced into the 
House of Representatives on May 5, 1959. 

We are advised that under certain provisions of the two acts which would 
be amended by this bill, as construed by the U.S. Maritime Administration, 
Metropolitan Life Insurance Co. is not a “citizen of the United States” because 
it has one director serving on its board of directors who is a citizen of Canada. 

Assuming the Maritime Administration’s construction of such provisions is 
correct, Metropolitan cannot, without prior approval of the Maritime Adminis- 
tration, accept directly from any borrower, as security for a loan or investment 
made by Metropolitan, a mortgage on any American flag vessel or an assign- 
ment of a charter party covering the employment of such a vessel. Even if 
the Maritime Administration should approve such a mortgage to Metropolitan, 
the mortgage could not constitute a preferred ship mortgage under the Ship 
Mortgage Act (46 U.S.C. 922(a)(5)) so as to entitle Metropolitan, as a mort- 
gagee, to the priorities and remedy available under that act in respect of a pre 
ferred ship mortgage. Nor is it clear under the applicable provision of that 
act (46 U.S.C. 961(e)) that Metropolitan could purchase such a vessel in any 
mortgage foreclosure proceeding in order to protect its loan even if the Mari- 
time Administration were willing to approve such purchase. 

If H.R. 6888 is enacted into law, Metropolitan will qualify as a “citizen of 
the United States” under the provisions of the acts to be amended by the Dill. 
In the light of our experience and as presently advised, we believe that legisla- 
tion of the general nature proposed by H.R. 6888 would facilitate financing in 
this field, and in our opinion such legislation would be in the public interest 
and should not thwart the basic purposes. of such statutes. 

We therefore hope that H:R. 6888 or a bill of similar import will be ap- 
proved by your committee and recommended by you for enactment into law. 

Respectfully yours, 
CHURCHILL RopGers, General Counsel. 


STANDARD OIL Co., 
New York, N.Y., July 22, 1959. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, 
Washington, D.C. 


DEAR Srr: Your committee now has before it H.R. 6888 entitled ‘A bill to 
amend section 4132 of the Revised Statutes, section 37 of the Merchant Marine 
Act, 1920, and section 2 of the Shipping Act, 1916.” This letter is being written 
to advise you that Standard Oil Co., a New Jersey corporation (hereafter called 
“Jersey”), would favor the passage of such a bill for the reasons noted be- 
low. 

Jersey is a citizen of the United States, within the meaning of section 37 of 
the Merchant Marine Act, 1920, and section 2 of the Shipping Act, 1916. It is 
the owner of all of the outstanding shares of Esso Standard Oil Co., a Dela- 
ware corporation (hereafter called ‘‘Esso”), which is also a citizen within the 
meaning of our shipping laws. 

Esso is the owner of 34 oceangoing tank vessels of an aggregate deadweight 
tonnage of approximately 775,000, and all of these vessels are documented un- 
der the flag of the United States. All of the officers and directors of Jersey 
and of Esso are citizens of the United States. 
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Jersey, as the parent of subsidiary corporations doing business in many for- 
eign countries, has deemed it advisable in some cases for an experienced execu- 
tive, of foreign nationality, from one of its affiliated companies to join the staff 
of Jersey or Esso, as part of an overall program designed to develop execu- 
tives for the assumption of responsible positions. Jersey is convinced that 
it would be desirable if some of the directorships on its board and, perhaps, 
that of Esso could be filled from among such executives or those serving with 
its foreign affiliates, as might show real promise of making a major contribu- 
tion as Jersey or Esso directors. 

Because of the citizenship restrictions imposed by section 37 of the Mer- 
chant Marine Act, 1920, and section 2 of the Shipping Act, 1916, such execu- 
tives are not available for election to the board of directors of either Jersey 
or Esso. I feel that the limitation to U.S. citizenship of all of the directors 
of companies owning U.S.-flag vessels and, in our case, of Jersey as sole share- 
holder of one such company, Esso, has resulted in the loss to us and indirect- 
ly, I believe, to the United States of the services as directors of very able 
and experienced men. I also believe that this restriction is not consistent with 
the desire of the United States to promote better foreign relations and to in- 
crease international trade. 

The provisions of H.R. 6888 would permit companies like Jersey and Esso 
to have a limited number of experienced executives of foreign nationality serve 
on their boards of directors without affecting the status of those companies as 
citizens under the U.S. shipping laws referred to above. However, as I under- 
stand it, that bill would insure that no action could be taken by a board so 
constituted except when directors who are U.S. citizens would make up a 
majority of those present at the meeting. Consequently, I hope that your 
committee will approve it and make a report in favor of its adoption to the 
House of Representatives. 

Respectfully yours, 
EUGENE HOLMAN. 


AMERICAN LIFE CONVENTION, 
LIFE INSURANCE ASSOCIATION OF AMERICA, 
Washington, D.C., July 24, 1959. 
Hon. HERBERT C. BONNER, 
Chairman, House Committee on Merchant Marine and Fisheries, 
Old House Office Building, Washington, D.C. 


DEAR CONGRESSMAN BONNER: We are writing to you with regards to H.R. 6888, 
a bill to amend section 4132 of the Revised Statutes and section 2 of the Shipping 
Act of 1916. 

Under these two acts, it is required that a corporation, in order to be deemed 
a citizen of the United States, must have a president and a managing board of 
directors who are all citizens of the United States. We understand that this 
provision as administered by the U.S. Maritime Administration, complicates the 
situation in which a U.S. life insurance company, having a director or directors 
who are not U.S. citizens, finds itself when desiring to make a loan secured by 
a mortgage on certain vessels, depriving the company of certain priorities and 
remedies under the Ship Mortgage Act. 

It happens on occasion that a domestic life insurance company may include 
on its board of directors a Canadian citizen. It would not seem to be in the 
best interest of all concerned to unnecesarily impede investment by such a 
company in American-flag vessels. 

The solution offered by this legislation whereby a corporation must have a 
sufficient number of directors who are citizens of the United States to constitute 
a Majority of the directors present at any quorum meeting appears ‘to be a reason- 
able solution, and we wish to urge your favorable consideration of H.R. 6888. 

Sincerely, 
CLARIS ADAMS, 
Executive Vice President and General Counsel, American Life Convention. 
EUGENE M. THOR, 
Vice President and General Counsel, Life Insurance Association of America. 
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The CuatrmMan. You may proceed, Mr. Morse. 

Mr. Morse. Gentlemen, the purpose of the bill is to change the defi- 
nition of “citizen of the United States” in section 2 of the Shipping Act, 
1916, so as to include in that definition, if the stock ownershp require- 
ments of section 2 are met, corporations organized under the laws of 
the United States, or any State thereof, who have some alien directors, 
but not so many alien directors that a lawful meeting of the board of 
directors could be held without a majority of the directors present 
being citizens of the United States; and to make changes in the docu- 
mentation laws to allow vessels owned by such corporations to be 
documented. 

The practical effect of the bill would be to allow vessels owned by 
citizens of the United States, or by corporations organized under the 
laws of the United States, or any State thereof, to be transferred, mort- 
gaged, leased, or chartered to such corporations with alien directors 
without the consent of the Secretary of Commerce, and to make such 
corporations eligible for aid under the Merchant Marine Act, 1936. 

Under existing law several large railroads, oil companies, and indus- 
trial companies which operate vessels as an incident to their main busi- 
ness are classed, by the Maritime Administration, under section 2 of 
the 1916 act, as “noncitizens of the United States” because they have 
one or more alien directors. These directors are usually Canadians or 
Englishmen. These corporations have not for this reason been dis- 
qualified as transferrees of vessels covered by the 1916 act, because 
the Maritime Administration has in each case consented to the transfer 
of the vessels. Some such corporations, however, would evidently 
prefer not to be classified as “noncitizens of the United States.” 

The documentation laws (sec. 4132 of the Revised Statutes, 46 U.S.C. 
11) which are administered by the Bureau of Customs, Department of 
the Treasury, provide that a vessel owned by a corporation organized 
in the United States, or any State thereof, whose president and manag- 
ing directors are citizens of the United States, can be documented. 
Our understanding is that the Bureau of Customs under existing law 
will document a vessel owned by a corporation with some alien 
directors if a committee of the board of directors consisting only of 
citizens of the United States is designated as the managing directors of 
the maritime affairs of the corporation. 

Section 27 of the Merchant Marine Act, 1920, which is also adminis- 
tered by the Bureau of Customs, Department of the Treasury, pro- 
hibits the transportation by water between points in the United States 
embraced within the coastwise laws in any other vessel than a vessel 
built in the United States, documented under the laws of the United 
States, and owned by “citizens of the United States” as defined in sec- 
tion 2 of the Shipping Act, 1916. 

One of the requirements for U.S. citizenship under section 2 of the 
Shipping Act, 1916, is that the president and managing directors of 
the corporation be citizens of the United States. Our understanding 
is that in the administration of section 27 of the Merchant Marine Act, 
1920, the Bureau of Customs considers this portion of the citizenship 
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requirement satisfied if a corporation with alien directors creates a 
committee of its board of directors consisting only of citizens of the 
United States, which it designates as the managing directors of the 
maritime affairs of the corporation. 

Sections 9 and 37 of the Shipping Act, 1916, which are administered 
by the Maritime Administration, Department of Commerce, prohibit 
the transfer, mortgage, lease, or charter of vessels covered by the act 
to persons not citizens of the United States without the consent of 
the Secretary of Commerce. In the administration of these sections, 
the Maritime Administration considers any corporation which has an 
alien director to be a noncitizen of the United States, because it con- 
siders all the directors of the corporation to be the managers of the 
corporation. 

We think that the intent of the bill is to limit the number of alien 
directors of a citizen corporation so that at any meeting of the board 
of directors which is attended by all of the alien directors, and at which 
a quorum of the board is present, a majority of the directors present 
would be citizens of the United States. This would limit the num- 
ber of alien directors to a number not exceeding one-half the number 
of directors required for a quorum. 

The language of the bill, however, might possibly be susceptible of 
a different interpretation. The bill provides that one of the 0. 008 
ments of a citizen corporation would be that such number of its direc- 
tors are citizens of the United States as will at any meeting of the 
board of directors, a quorum being present, be a majority of the direc- 
tors present. This could possibly be construed as requiring that only 
such number of directors need be citizens as would be a majority of a 
quorum ; so that if there were 15 directors, for example, and a quorum 
under the corporation charter or bylaws was 7, then only 4 directors 
need be citizens of the United States. 

We recommend, therefore, that, to clarify the language, the bill be 
amended by striking out of line 1 through 4, and line 14 through 17, of 
page 2, the words “and such number of its directors shall be citizens of 
the United States as will at any meeting of the board of directors, a 
quorum being present, be a majority of the directors present,” and in- 
serting in lieu thereof the words “and no more of its directors than 
one-half the number necessary to constitute a quorum are not citizens 
of the United States.” 

It appears that with this amendment the provisions of the bill would 
be an adequate safeguard with respect to the citizenship of directors 
of unsubsidized operators. We do not, however, believe that these pro- 
visions should be extended to operators who hold an operating-dif- 
ferential subsidy contract under title VI of the Merchant Marine 
Act, 1936. 

We therefore recommend that the bill be amended by inserting at the 
end thereof a new section 4, to read as follows: 

Sec. 4. Section 905(c) of the Merchant Marine Act, 1936, as amended, is 
amended by striking out the words “section 2 of the Shipping Act, 1916, as 
amended (U.S.C. title 46, sec. 802), and inserting in lieu thereof the words 
“section 2 of the Shipping Act, 1916, as amended (U.S.C. title 46, sec. 802), and 


with respect to a corporation under title VI of this Act, all directors of the cor- 
poration are citizens of the United States.” 


So amended, we have no objection to favorable consideration of the 


bill. 
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The Bureau of the Budget has advised that there would be no objec- 
tion to the submission of this statement to your committee. 

W hile I am speaking of this subject generally, our practice is to 
review the bylaws and to require citizenship of any officer who is 
authorized to act in the absence or disability of the president. 

We have had some opposition from applicants to this adminis. 
trative requirement on our part, which we think is desirable. If 
the committee concurs in our thinking, we think it might be desirable 
to specify in legislation that an officer Ww ho is author ized to act in the 
absence or disability of the president likewise be required to be a citi- 
zen of the United States. If you so desire, we would be pleased to 
submit language which would have that effect. 

The Cuatrman. In permitting this you mention the board of 15, 
How many noncitizens would be permitted on that board if this 
became law ? 

Mr. Morse. Under our version it would depend entirely on a 
quorum. Assuming the quorum is seven, then our version no more 
than three could be aliens. 

The CuHatrMan. You mean, you are going to open this to where if 
you have 15 members of a board, you could have 7 noncitizens? 

Mr. Morsre. No, sir. 

The Cuarrman. I am talking about the board itself, not the matter 
of the‘ quorum. The reason I ask that question is that there is a 
letter here from one party interested in the matter. The letter im- 
presses me. That is the letter from Standard Oil. They want to 
bring in persons who show ability to move forward with the company, 
persons of foreign citizenship, so they can develop them to take 
higher positions in their foreign activities. That impresses me. But 
I do not want that board to get out of hand. I want some kind of 
limitation on,the membership of the board itself. We are just talk- 
ing of one or two people. Under this there could be four or five 
noncitizen members of the board. 

Mr. Morse. Under our version, no more than 3 of a board of 15 
could be aliens. 

The CuatrrmMan. No more than three. That is what I wanted to 
find out. 

Mr. Morse. That is assuming the quorum is seven. If the quorum 
is nine 

The CHatrMan. You have cleared it up for me. 

Mr. Morse. Then no more more than four could be aliens. 

Mr. Jonnson. Mr. Chairman. 

The Cuarrman. Mr. Johnson. 

Mr. Jounson. Suppose your bylaws state that with a 15-member 
directorship a quorum is only needed of 5. 

Mr. Morse. Then no more than two could be aliens. 

Mr. Jounson. In other words, it is on a percentage basis ? 

Mr. Morse. So that the aliens may not be in number greater than a 
majority of the quorum. 

Mr. Jonnson. Suppose the bylaws should say 12 or 13 would con- 
stitute a quorum. 

Mr. Morse. If it were 13, then 6 would be the maximum number 
of aliens. 
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The Cuairman. This relates only to directors? 

Mr. Morse. Yes, sir. 

The Cuairman. The president, chairman of the board, et. cetera, 
could not be alien under this arrangement ? 

Mr. Morse. The president would have to be a citizen. The chair- 
man of the board presumably could be an alien. There is nothing 
in the legislation which says that the chairman of the board must be 
a citizen. 

The Cuairman. Generally, he runs the corporation to a great ex- 
tent, does he not ? 

Mr. Morse. That may be true in some cases, surely. 

The CuarrMan. It is what I have been led to believe. 

Have you finished your general statement # 

Mr. Morse. Yes, sir. 

The Cuairman. Are there any questions? 

Mr. Mitier. Do you know what practices are in foreign countries, 
Mr. Morse? 

Mr. Morse. I do not, sir, but I believe there are other gentlemen 
in the room who are familiar with the practices in England, sir. 

Mr. Miter. I have no further questions. I do want to discuss this 
matter with the proper person. 

Mr. Morse. Incidentally, we have checked the law applying to air 
carriers operating domestically. It is my understanding that only 
two-thirds of the directors of the air carriers are required to be 
citizens. 

Mr. Petiy. Mr. Morse, I assume that in considering this particular 
legislation you have given consideration to the field pretty well, those 
oil and steamship corporations, for instance, who might be affected 
and who might be interested in tying in in some way with foreign 
countries. 

Mr. Morse. Let us take Shell Oil Co. They are one of the sponsors 
of the proposed legislation. Because they have one or more aliens 
on their board of directors they are disqualified under our regulations 
from owning and operating vessels in the domestic trade. That is 
not the case with some of their competitors that operate within the 
United States and the Shell Oil Co., I am referring to, is the American 
Shell Oil Co. 

Mr. Petty. The one we passed a bill to allow its barge lines to oper- 
ate or that was interested and testified in connection with the barge- 
line operation; is that right? 

Mr. Morse. That is Bowater. 

Mr. Petty. Shell was very much interested in that. 

Mr. Morse. Yes, they were. That may have covered them. I do 
not recall specifically. 

Mr. Petty. The point I am getting at is this. Is there some way 
by creating a subsidiary corporation that a foreign corporation can 
get around the law as it is today with its protection to the United 
States and by creating some sort of dummy organization succeed in 
documenting ships? 

Mr. Morse. No, it is not permissible today because there are citizen- 
ship requirements of the officers and directors and also citizenship re- 
quirements in respect to stockownership today. So that the law today 
catches that sort of activity on both bases. 
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Mr. Petiy. Would this law have any effect on the subsidiary cor. 
porations that run foreign-flag operations? 

Mr. Morsr. No, sir. 

Mr. Petty. That is all. 

Mr. Morse. But, Mr. Pelly, as I testified a year ago, personally | 
am hopeful that the Congress will see fit to ease the citizenship require- 
ments of stockownership, for example. As I said a year ago, I am 
interested more in getting ships operating under the American flag, 
The fact that if the officers and the directors are citizens and if the 
master and officers of the crew are citizens, together with the usual 
requirements in respect of the crew, the fact that there may be alien 
stockownership does not shock me at all. It might not result in more 
ships being operated under the American flag, but I think there is the 
rete that it does. Few, if any other, activities in the United 

tates such as chemicals, banks, steel corporations, or what have you, 
have any requirements—there is no objection to aliens owning stock 
in those companies. I see no reason why we should have this impedi- 
ment on developing the growth of the American-flag ships. 

Mr. Petty. We had a bill before us last year which would have 
allowed, I believe, the power companies to get their coal by using 
Canadian ships, smal] Canadian vessels. I wondered if on the Great 
Lakes or any of our steamship operations this law would effect any 
changes or have any indirect as well as direct effect on those particular 

operations. 

Mr. Morse. It might, although I have none specifically in mind. It 
might have an effect on the so- called independent tanker operators. If 
Shell Oil Co. is unable to own a vessel itself at the present time, they 
find it necessary to charter their domestic requirements from other 
American companies. It might have an impact upon these inde- 
pendent tanker companies if Shell was permitted to own its own 
vessels. 

Mr. Petuy. I think the directors often are chosen because they have 
control of certain business which they can throw to the particular 
company to whose hoard they are elected. It may well be that a big 
oil company would want to cement a tie with some foreign country 
where there would be a source of petroleum and petroleum products, 
and naturally want to have them on their board in order to try to 
cement that relationship. I see no objection to that. I just do not 
want to vote for a bill that is going to in any way, shape, or form 
affect the protection we give to our American shipping. 

The Cuarrman. The situation with respect to coal was because there 
was no American ship available to bring that coal into Ogden, N.Y. 
It was more or less a sympathetic action on the part of the Congress 
to help that city. 

Mr. Miller reminds me that it is the same thing with the Alaskan 
waiver in the Coast Guard provisions in the Alaskan run. 

Mr. Petty. The danger I see is maybe if you make an exeception in 
one case, you find it pops out some place else and you have a Pandora’s 
box and maybe a lot of doors are opened you did not suspect. 

Mr. Mitter. Mr. Chairman. 

The Cuarrman. Mr, Miller, 
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Mr. Miuter. Mr. Morse, you mentioned banks and certain other cor- 
orations, domestic corporations. Are they in the same position as 

steamship company operations? I just noticed in the paper yester- 
day—perhaps you did, also—that there are certain airplane compa- 
nies in Europe—England, France, Germany—who are combining 
and forming cartels, as it were, to give the American airlines and 
American manufacturers competition in the field. Heretofore we 
have had that field pretty much to ourselves with perhaps the excep- 
tion of the British. 

Are we opening the door just a little bit in this case to allow some 
domination that may stiffle our own merchant marine? As Mr. Pelly 
says, people are generally put on these boards because they influence 
certain business. The merchant marine is a very sensitive business. 
Here is a place where we do not dominate the field as we do in the 
case of aircraft, air carriers, at the present time. We have more efli- 
cient operation and most of the rest look to us for planes. 

In this field are we going to open up a field where it may reflect 
adversely on the American ship operator? Is there not a difference in 
the point I am trying to make between the average domestic corpora- 
tion, the insurance company or bank or something of that nature, 
operated here that may have foreign connections; is not that a little 
different from the merchant marine that is in competition and very 
fierce and very hard competition with foreign vessels ¢ 

Mr. Morse. I recommended that amendment not apply to the sub- 
sidized operators. Therefore, there is a relatively small number of 
tramps that would be affected, tankers and domestic companies, coast- 
wise and intercoastal operators, that would be affected. The latter 
two groups do not have competition from the foreigners under any 
circumstances. The fact that there may be an alien director on the 
board, I do not see how that would have any impact on the American- 
flag operation. 

Mr. Miter. I appreciate that this is a bill that you could ra- 
tionalize very easily. I am wondering if you are not putting the nut 
in a vice where you can give ita little turn later on. 

Mr. Morse. It seems to me this would benefit rather than prejudice 
the American-flag operation if, as has been suggested, the alien direc- 
tor could bring additional business to the American-flag operation. 

The Cuarrman. Are there any further questions ? 

Mr. Casey. You have stated that you would suggest that the presi- 
dent, of course, must be a citizen and you suggest also that anyone 
who act for the president in his absence or incapacity, should also be a 
citizen. 

Mr. Morse. That is the practice we follow in Maritime. 

Mr. Casey. And that you would be willing to submit some language 
that would provide for that. 

Mr. Morse. Yes, sir. 

Mr. Casry. The chairman has raised the question about the chair- 
man of the board. Would you also include that language ? 

Mr. Morse. Surely. 

Mr. Petty. Would the gentleman yield ? 

Mr. Casey. Yes. 

Mr. Petty. I wonder about this. Sometimes corporations are run 
by executive vice presidents and the president is more or less an honor- 
ary position. 
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Mr. Casey. He would be acting for the president. 

Mr. Petty. Executive vice president i is very important. 

Mr. Casey. Mr. Miller, I agree with you that it is not my intention 
to introduce any bill that 

Mr. Mirirr. I understand it. 

Mr. Casey. I appreciate your caution and diligence on the matter 
because if there is anything in here, I want to know, too. This still] 
would require that the ships they would register w ould have to be built 
in the United States; would it not? It does not change that section 
at all; does it? 

Mr. Morse. There is no change in the other provisions of the statute 
about documentation. 

Mr. Casry. As a matter of practice, you have allowed the transfer 
of American ships to them even though they are considered foreign 
corporations ¢ 4 

Mr. Morse. Yes, sir. 

Mr. Casey. These people want to be known as U.S. corporations, 
US. citizens under the terms of the law? 

Mr. Morse. That is right. 

Mr. Casey. It is so simple that it does sort of raise a question in the 
minds of Mr. Miller and others that there might be something one does 
not see on the surface. This would be a stimulus to the American 
merchant marine in some phases of it; do you agree? 

Mr. Morse. I cannot see that it would be prejudicial. It may be 
transferring ownership of X number of vessels from what you might 
all pure Americans to this different group who would now be per- 
mitted to own vessels. 

Mr. Casey. In reference to Mr. Pelly’s question about foreign stock- 
holders, if there is any increase in the number of ships, the ships would 
be built in the United States; is that right? 

Mr. Morse. “For the domestic trade: ° yes, sir. 

Mr. Jounson. Going back to the question of having 15 directors, 
your bylaws, we will say, would specify that 5 would constitute a 
quorum. You stated, of course, that under your amendment three 
American citizens must, of course, constitute that quorum. 

Mr. Morse. May I put it the other way around? Under our pro- 
posal no more than two aliens could be on the board. 

Mr. Miter. Under that quorum rule, with five if you raise the 
number of the quorum then the number of aliens is raised. 

Mr. Morse. That is right. 

Mr. Jonnson. Would it be a better approach to designate the num- 
ber of the board of directors rather than what constitutes a quorum 
as a better safeguard ? 

Mr. Morse. We would have no problem. The difficulty though, if 
you say that there may be two aliens on the board of directors, if you 
only have a board of directors of three, then oby iously the aliens 
would control. 

Mr. JoHnson. Yes. 

Mr. Morse. So I think the quorum approach is better than identi- 
fying the number of directors unless you only say one director may 
be alien. 

Mr. Jounson. No further questions. 

Mr. Totierson. Mr. Chairman. 








ins 
ba 


Be 
eff 


W 
as 
di 
en 
gi 


he 


al 
ne 


eC 








-_ cr eae 'S 


Sl 


MERCHANT MARINE LEGISLATION 87 


Mr. Bonner. Mr. Tollefson. 

Mr. Totuterson. Mr. Pelly made reference to the Bowater bill we 
approved in the last Congress. Does this bill affect that situation any ? 

Mr. Petty. Would the gentleman yield ? 

Mr. TottErson. As soon as I get an answer. 

Mr. Morse. I do not know of my personal knowledge but Mr. An- 
drews said that it does not. 

Mr. Petty. Will the gentleman yield ? 

Mr. Totiterson. Yes. 

Mr. Priy. I believe it would have an effect on barging oil, for 
instance. If Shell Oil were in Alaska and being able to lease their 
barges it would have an effect on other operations. 

Mr. TotitEFson. Do you have any comment? 

Mr. Drewry. I do not see how this will have any effect on the 
Bowater legislation. 

Mr. 'TottErson. Counsel says he does not think it would have any 
effect on the Bowater bill that we passed. 

That is all, Mr, Chairman. 

Mr. Bonner. Mr. Van Pelt? 

Mr. Van Petr. No questions. 

Mr. Bonner. Counsel ? 

Mr. Drewry. Mr. Morse, I do not believe you mentioned the matter 
of the effect of this bill in relation to financing of American ships. 
We have a letter from the Metropolitan Life Insurance Co. And 
as I understand it, Metropolitan having a Canadian on its board of 
directors is therefore an alien and therefore is not in a position to 
enter into the financing of American ships under the guaranteed mort- 
gage program ; is that correct ? 

Mr. Morse. I would rather have Mr. Andrews answer that because 
he personally has been working on those problems in our General 
Counsel’s Office. 

Mr. Anprews. That would be correct. As long as they have an 
alien director they would be noncitizens and as noncitizens we would 
not recognize them as mortgagees. 

Mr. Drewry. Metropolitan, being one of the larger sources for 
ship financing, is cut out of the market as far as American ships are 
concerned. 

Mr. Anprews. That is correct. 

Mr. Drewry. They are doing a great deal of it on foreign flags. 

Mr. Anprews. I think this is the question. Assuming the number 
of alien directors on Metropolitan were authorized or it did not make 
them noncitizens under this bill, then they would be available as a 
source of financing construction. 

Mr. Drewry. That is what I have in mind. They have not been 
doing it before. I think it would be appropriate if I read this, Mr. 
Chairman. The Metropolitan letter from their general counsel dated 
June 17 says: 

We are advised that under certain provisions of the two acts which would be 
amended by this bill, as construed by the U.S. Maritime Administration, Metro- 
politan Life Insurance Co. is not a “citizen of the United States” because it has 
one director serving on its board of directors who is a citizen of Canada. 

Assuming the Maritime Administration’s construction of such provisions is 


correct, Metropolitan cannot, without prior approval of the Maritime Administra- 
tion, accept directly from any borrower, as security for a loan or investment 
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made by Metropolitan, a mortgage of any American-flag vessel or any assignment 
of a charter party covering the employment of such a vessel. Even if the Mari- 
time Administration should approve such a mortgage to Metropolitan, the mort. 
gage could not constitute a preferred ship mortgage under the Ship Mortgage 
Act (46 U.S.C. 922(a) (5)) so as to entitle Metropolitan, as a mortgagee, to the 
priorities and remedy available under that act in respect of a preferred ship 
mortgage. Nor is it clear under the applicable provisions of that act (46 U.S.c¢. 
961(e)) that Metropolitan could purchase such a vessel in any mortgage fore. 
closure proceeding in order to protect its loan even if the Maritime Administra- 
tion were willing to approve such purchase. 

If H.R. 6888 is enacted into law, Metropolitan ‘will qualify as a “‘citizen of the 
United States” under the provisions of the acts to be amended by the bill. In the 
light of our experience and as presently advised, we believe that legislation of the 
general nature proposed by H.R. 6888 would facilitate financing in this field 
and in our opinion such legislation would be in the public interest and should 
not thwart the basic purposes of such statutes. 

We, therefore, hope that H.R. 6888 or a bill of similar import will be approved 
by your committee and recommended by you for enactment into law. 

Do you concur with the statements regarding the interpretation of 
the law? 

Mr. Anprews. Yes, sir. I think what he has in mind is that we 
consider a noncitizen cannot have any control over a vessel by virtue 
of default under the mortgage. 

If they are a noncitizen he could not foreclose and as a noncitizen 
he could not have a preferred mortgage. This is what he has refer- 
ence to, I believe. Consequently, if this bill were adopted, assuming 
again that they fit within the limitations of alien directors. Here 
then they would be eligible for a preferred mortgage on the ship and 
they could look to the ship for security, or acquisition of the ship on 
default and sale. They would be permitted to do that. They cannot 
do it now. 

Mr. Drewry. There would thus become available to the American 
operators a large pool of financing by people who are skilled and 
knowledgeable in the field of ship financing ? 

Mr. Anprews. Assuming, and I think he indicated, they would not 
be interested in lending money without these privileges. ‘Then it 
would = up this area of financing to the shipowners. 

Mr. Drewry. Have they expressed any interest to the Maritime 
Administration in connection with this? 

Mr. Anprews. I know of none at the ae 

Mr. Drewry. Mr. Morse, on the subject raised by Mr. Miller of 
what other countries do, in connection with your transfers, you usu- 
ally make an investigation of the transferee corporation if the ship 
is of any type that would be of any potential mobilization use, do you 
not ? 

Mr. Morse. We always do. 

Mr. Drewry. In connection with that, do you look at the makeup 
of the officers and directors? 

Mr. Morse. As well as the stockholders. 

Mr. Drewry. Do you ever find Americans on the board of directors 
of those alien corporations ? 

Mr. Morse. Most of the transferees are Liberian-Pan American 
corporations that have quite flexible citizenship requirements. 

Mr. Drewry. Do you find Americans on the board of directors? 

Mr. Morse. Yes, sir. 

Mr. Drewry. So in Liberia and Panama they do? 
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There have been cases where there have been transfers to some of 
the NATO countries, have there not? 

Mr. Morse. I am sure there have. I have no recollection of the 
citizenship requirements. 

I might call to your attention, Mr. Chairman, that if this citizen- 
ship amendment is adopted, and we support it, it would enable those 
corporations which are not presently permitted to obtain certain bene- 
fits, for example, title XI, “Construction reserve,” and there may be 
some others that are not available to corporations that now have 
aliens on their board of directors; we do not oppose that, with the 
sole exception of operating subsidy contractors. 

Mr. Bonner. I understand with the language you have proposed 
it would take care of this Metropolitan Life Insurance matter with- 
out any additional amendments to the bill ? 

Mr. Morse. It is my belief they only have one or two directors that 
are aliens on their board of directors and it is my understanding that 
they would then be qualified to be a mortgagee. 

Mr. Bonner. I mean if they fit the pattern that is here, they would 
automatically come in the field of available financing? 

Mr. Morse. That is correct. 

Mr. Bonner. Are there any further questions? If not, thank you 
very much, Mr. Morse. 

The next witness is Mr. Shapiro. 


STATEMENT OF ALVIN SHAPIRO, VICE PRESIDENT (Resumed), 
AMERICAN MERCHANT MARINE INSTITUTE; ACCOMPANIED BY 
CARL VANDER CLUTE, GENERAL MANAGER, GULF OIL CO. 


Mr. Suapiro. Mr. Chairman, I want to express my appreciation for 
this opportunity of being here. I know how heavy the committee’s 
schedule has been and I think it extremely kind of you to permit us to 
have this hearing at this busy moment. 

Iam Alvin Shapiro, vice president of the American Merchant Ma- 
rine Institute. Ours is a very substantial trade association, represent- 
ing a variety of steamship companies in all types of business—tankers, 
subsidized dry cargo lines, unsubsidized dry cargo lines, lines op- 
erating in the domestic trade and lines operating in the foreign 
trade. 

With me is Mr. Carl Vander Clute, who is general manager of the 
marine department of the Gulf Oil Co. 

Mr. Vander Clute is a member of the institute board of directors and 
is a member of the institute’s tanker committee. 

I asked Mr. Vander Clute if he would appear here because of his 
tremendous knowledge on the subject, and because firsthand from 
him, as one of the many companies that are affected by the amend- 
ment, we are seeking in this law, you will see why the clarification is 
as necessary as we feel it is. 

I shall be particularly brief and avoid all duplication of com- 
ments made earlier and those which I know are going to be made by 
Mr. Vander Clute in his statement. 

All we are seeking to do here, Mr. Chairman, is to clarify identical 
language which is being interpreted in conflicting directions by two 
Government agencies. 








90 MERCHANT MARINE LEGISLATION 


This all hinges around the term “managing director.” 
So far as the U.S. customs is concerned, the Treasury is concerned, 
ou can have under certain circumstances an alien member of the 
Loaitl of directors and you can document the vessel under the U.S. flag, 
So far as the Maritime Administration is concerned, if you have an 
alien member of your board of directors, you ¢ annot, except with 
special permission and under certain ¢ ircumstances not even then, buy, 
build, or charter an American vessel. 

Even, as a matter of fact, as the Metropolitan Life Insurance letter 
indicates, this amendment would clear certain financial institutions 
who may by chance have one or two alien members on their board, 

It would free them to be able to participate in the financing of ships. 
Now this committee knows all too well how important it is ‘to be able 
to finance vessels in the private market. In the last year or so three 
different pieces of legislation moved through this committee to pro- 
mote this sort of thing and yet, as inter preted by the Maritime Ad- 
ministration, an or ganization like the Metropolitan Life Insurance 
Co., probably the world’s largest, is barred from participation in the 
financi ing of American-flag vessels, It is not barred from participat- 
ing in the financing of foreign-flag vessels. 

Now I think that this creates of itself a considerable hardship in 
the promotion and development of the American merchant marine, 
which I know this committee is so dedicated to. 

I would like to clarify one or two things. 

This bill before you has no relationship to ownership whatever. 
The bills before you that were mentioned during the course of this 
hearing, most. notably the Bowater bill, the Shell situation, these 
were ownership problems. 

The Bowater Co. was 100 percent foreign, noncitizen owned. The 
directorship was American. There was no question about its director- 
ship but it was barred from participation in this program because 
it was then and still is 100 percent foreign owned. This bill does not 
go to the ownership problem whatever. The ownership problem in 
this area remains absolutely intact, precisely as it is in the law today. 

It will remain that way tomorrow if this particular bill should be- 
come law. 

This bill does not allow noncitizen control of vessels. This is a 
very important consideration for this committee. Surely this com- 
mittee has heard from the institute enough in this area, and I can 
assure you we would not be supporting any piece of legislation that 
gave any opportunity for noncitizen control of vessels. 

This bill has nothing to do with flag of vessels because the only 
thing that we are dealing with and the only reason we are seeking to 
amend this law is because we are interested in doing something “for 
vessels which will remain and be promoted to grow under the Amer- 
ican flag. 

Nothing in this piece of legislation touches flag, touches ownership 
or touches noncitizen or alien control. 


We therefore are seeking a solution to a problem which calls for 


identical and reasonable, in my opinion, interpretation of identical 
language by two different Government agencies and it is the varia- 
tion in this interpretation which is having profound effect and in my 
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opinion working hardship on the promotion of the American mer- 
chant marine. 

Mr. Morse suggested several amendments. They are all completely 
acceptable to us. 

I certainly hope on behalf of the institute that this committee moves 
promptly and favorably in connection with this bill. If I may, Mr. 
Chairman, I would like to ask Mr. Vander Clute, with your permis- 
sion, to proceed with a brief statement. 

Mr. Bonner. Go right ahead. 

Mr. VANpDER CLute. Mr. Chairman, I will read the statement. 

Mr. Chairman, I am Carl F. Vander Clute, general manager of the 
marine department of Gulf Oil Corp. I am also a member of the 
board of directors of the American Merchant Marine Institute, Inc. 
The statement of the institute favoring H.R. 6888 is already in the 
record. 

I am appearing here in my capacity of general manager of Gulf’s 
marine department. 

The keen interest of Gulf Oil Corp. in the American merchant 
marine is evidenced by the fact that it owns and operates 25 tankers 
under the American flag, aggregating 508,512 deadweight tons. In 
1956 my company entered into a gigantic program for the modern- 
ization of its fleet. Under this program four new tankers of 32,800 
deadweight tons have been completed and put into service; nine T-2’s 
have been jumboized; and all been in service; one new 29,000 dead- 
weight-ton tanker has been completed and will be in service shortly, 
namely, tomorrow. Another has been launched and four others of this 
class are in course of construction with delivery scheduled in 1959 
and 1960. 

When this program has been completed Gulf will have added to 
the American merchant marine 19 modern ships, aggregating 
486,100 deadweight tons. This will have been done at a cost of ap- 
proximately $135 million without one dime of governmental subsidy 
or other cost to the taxpayers. This entire program has been and is 
being carried on in U.S. shipyards. All these ships are available to 
the U.S. Government in time of emergency. 

In May 1958, Gulf Oil Corp. elected Mr. Beverly Matthews, a 
Canadian citizen, to its board of directors. Mr. Matthews is an out- 
standing citizen and is a director of several Canadian corporations, 
including British American Oil Co., Ltd., in which Gulf owns con- 
siderable interest. Upon the public announcement of his election, the 
Maritime Administration advised Gulf Oil Corp. that it was not 
a citizen of the United States under section 2 of the Shipping Act, 
1916, as amended, and that as a consequence, without. the approval of 
the Maritime Administration, Gulf could not enter into a contract to 
build a vessel in the United States, accept delivery of a vessel, charter 
a vessel, mortgage a vessel, or do many of the other things necessary 
to the ownership and operation of a fleet of ships under the American 
flag. Section 2 of the Shipping Act provides that a corporation, in 
order to be a citizen of the United States, must be one “organized 
under the laws of the United States or of a State, Territory, District, 
or possession thereof” and whose “president and managing directors 
are citizens of the United States.” Our lawyers had advised us that 
the new director was not a “managing director” because he was not an 
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officer, was not a member of the executive committee or any other 
committee of the board of directors, took no part in the day-to-day 
management of the corporate affairs, but merely attended monthly 
meetings of the board to the extent possible. The Maritime Admin- 
istrator refused to accept this view and on August 11, 1958, ruled that 
any director of Gulf Oil Corp. was a managing director. In the 
course of his ruling, however, the Administrator stated : 

The Maritime Administration is aware of the fact that section 2 of the Ship. 
ping Act, 1916, as amended, as it relates to citizenship requirements, may be 
unduly restrictive and perhaps not abreast of the times. I have recently so tes. 
tified before a congressional committee. The Maritime Administration, how- 
ever, does not have the authority to repeal or revise an existing statute by ad- 
ministrative fiat. Consequently, we are constrained to reaffirm the interpreta- 
tion the Maritime Administration and ifs predecessors have consistently agreed 
upon, and a change in the requirement that all directors of a corporation must 
be U.S. citizens to qualify the corporation as a citizen under section 2 of the 
Shipping Act, 1916, can only be accomplished by the Congress of the United 
States either by amendment to the existing law or by the enactment of a new 
statute to replace the present section 2. 

Because of this ruling of the Maritime Administrator, the collector 
of customs at Philadelphia questioned our right to document vessels 
under the American flag under section 4132, Revised Statutes (46 
U.S.C. 11). This statute provides that vessels built in the United 
States and “being wholly owned by citizens of the United States or 
corporations organized and chartered under the laws of the United 
States, or of any State thereof, the president and managing directors 
of which shall be citizens of the United States” are entitled to 
documentation. After having obtained the facts from Gulf, the col- 
lector sought a ruling from the Bureau of Customs. On March 3, 
1959, the Bureau ruled as follows: 

The Bureau is of the opinion that Gulf Oil Corp. is a corporate citizen for 
the purposes‘of documentation under the provisions of section 11, title 46, 
United States Code, and section 3.19(a) (3), Customs Regulations, in that its 
president and managing directors are all citizens. 

As a result of these rulings, Gulf has been put in the anomalous 
position of being recognized as a citizen for the purpose of documenta- 
tion but not for the purpose of building, buying, or chartering a vessel 
to be documented. Needless to say, we are glad that this legislation 
has been introduced under which our status as a citizen of the United 
States will be recognized. It is also gratifying to us that under this 
bill, a corporation which is recognized as a citizen of the United States 
cannot in any event become subject to alien management. Gulf does 
not advocate allowing the American merchant marine to fall under 
foreign control. This bill eliminates from the statutes the words 
which have received these contrary interpretations and substitutes 
therefor a definition of a corporate citizen which is clear and un- 
ambiguous and will result in consistent application by the branches 
of the Government charged with the administration of the shipping 
laws. 

For the reasons here stated, Gulf Oil Corp. goes on record as favor- 
ing the passage of H.R. 6888. 

Mr. Bonner. Are there any questions? 

Mr. Jonnson. No questions. 

Mr. Casry. No questions. 

Mr. Drewry. I have no questions. 
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Mr. Totterson. I have no questions. 

Mr. Van Petr. I have no questions. 

Mr. Petiy. I have no questions. 

Mr. Bonner. Mr. McIntire, Bureau of Customs. 


STATEMENT OF ROBERT V. McINTIRE, BUREAU OF CUSTOMS, 
DEPARTMENT OF THE TREASURY 


Mr. McIntire. Mr. Chairman, my name is Robert V. McIntire 
Assistant Chief of the Division of Marine Administration, Bureau of 
Customs. I have no prepared statement to make at this time. Our 
Department has taken the position we favor passage of the bill. We 
recognize the differing interpretations of the two agencies. We agree 
that there should be some way to reconcile the positions of the two 
agencies. To that extent we favor the legislation. We feel that 
there are several ways in which the results desired, principally here, 
could be accomplished and we have suggested in our report a couple 
of ways, or two ways, at least, in which this could be done. 

The exact manner in which it is done is a matter we feel for the 
consideration of the committee and I think we would be agreeable 
to any of the various substitutes. 

I would like to point out one thing, a minor thing, that in the pro- 
posed substitute that the Maritime Administration has offered, I 
believe that the amendment would go just a little bit farther than 
Mr. Casey’s bill. It would do this: That if there were, say, a board of 
directors composed of 16 directors, a quorum in this situation was 8, 
then under the Maritime Administration proposal 4 of the directors 
I believe could be aliens whereas under Mr. Casey’s bill as I under- 
stand it, not more than 3 could be aliens. To that extent there is just 
a trifling difference. I just bring that to the attention of the com- 
mittee. 

Mr. Bonner. Counsel would like to ask some questions. 

Mr. Drewry. Mr. McIntire, in the letter from Treasury reporting 
on this bill, it is stated : 

The Treasury Department favors the principle espoused by the proposed 
legislation. However, it questions the workability of the bill as written and 
suggests the consideration of certain basic considerations keyed to the naviga- 
tion laws with which this Department is concerned. 

Since you have heard the testimony this morning of Mr. Morse, do 
you continue to question the workability of this bill ? 

Mr. McIntime. I think what we had reference to there was that we 
would have to, in order to determine whether any corporation met this 
requirement or not, we would have to go into their staen and have 
them present certain additional information which is not required 
today and further that there would be a possibility that a corporation 
by changing its bylaws could effect an increase in the number of aliens 
who were permitted to be on the board; provided only that they added 
also a sufficient number of citizens. That was all that we had in mind 
in that. 

Mr. Drewry. That is something you can live with, can’t you? 

Mr. McIntire. Yes. 

_ Mr. Drewry. And you do collaborate with Maritime so that the 
information available to one is available to the other? 
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Mr. McIntire. That is right. Wecertainly do. 

Mr. Drewry. You can work with each other on it. 

Mr. McIntire. We have a little different problem than Maritime 
because they have authority to approve any of these transactions if 
they want to. That is a question within the discretion of the Admin- 
istration. We have no such authority. 

Mr. Drewry. In your memorandum accompanying your report, 
which I won’t go into, but I merely wanted to'determine whether this 
bill as amended as proposed is something that you can live with. 

You mention that there are other ways of doing it, even to the point 
of eliminating entirely the citizen director requirement. You con- 
clude by stating that you would be glad to cooperate with any drafting 
group in order to work out a development of a new language. 

Mr. Morse has mentioned that he would like to see some revamping 
of the laws relative to this subject. 

Have there been any steps taken by your agency or Maritime to 
your knowledge to attempt to prepare something to present or offer 
to the Congress to revamp these laws? 

Mr. McIntire. There hasn’t been anything to this point since the 
discussion on this point that was raised at the time of the considera- 
tion of the Bowater bill. If you will recall the committee directed 
Mr. Morse, I believe, to bring in some additional legislation. So 
far wé have not received anything on that and we do not know of 
anything. 

Mr. Drewry. They have not been in touch with you to work with 
you to develop some suggestions ? 

Mr. McIntire. Not in any formal way, no. 

Mr. Drewry. That is all, Mr. Chairman. 

Mr. Bonner. Are there any other questions ? 

(No response. ) 

Mr. Bonner. Thank you very much. 

That will conclude the witnesses. The committee will go into 
executive session. 

(Whereupon, at 11:15 a.m., the committee proceeded in executive 
session. ) 
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MERCHANT MARINE LEGISLATION 


THURSDAY, AUGUST 20, 1959 


House or REPRESENTATIVES, 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 


The committee met at 10 a.m., in room 223 Old House Office Build- 
ing, Hon. Herbert C. Bonner (chairman of the committee) presiding. 

The CuHarrMan. The next bill is H.R. 7581. 

(H.R. 7581 and accompanying documents follow :) 


[H.R. 7581, 86th Cong., Ist sess.] 


A BILL To amend section 4488 of the Revised Statutes, as amended, to authorize the 
Secretary of the Department in which the Coast Guard is operating to prescribe regula- 
tions governing lifesaving equipment, firefighting equipment, muster lists, ground tackle, 
hawsers, and bilge systems aboard vessels, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 4488 of the Revised Statutes, as 
amended (46 U.S.C. 481), is further amended to read as follows: 

“(a) In order to provide against hazard to life and property, the Secretary 
of the Department in which the Coast Guard is operating (hereinafter referred 
to as the ‘Secretary’) shall prescribe such rules and regulations as may be 
necessary for vessels subject to inspection and certification by the United 
States Coast Guard with respect to the following matters : 

“(1) Lifesaving equipment, including, but not limited to, the number, type, 
size, capacity, details of construction, methods of operation, stowage, mainte- 
nance, manning, use, testing, and inspecting of such equipment, and drills and 
exercises necessary to assure proper functioning and use of such equipment. 

“(2) Firefighting equipment and precautionary measures guarding against 
fire, including, but not limited to, the number, type, size, capacity, details of 
construction, methods of operation, stowage, maintenance, manning, use, testing, 
and inspecting of such equipment, and drills and exercises necessary to assure 
proper functioning and use of such equipment. 

“(3) Muster lists, including, but not limited to, the posting of such lists, and 
prescribing the special duties to be performed by crew members in the event of 
emergency. 

“(4) Ground tackle and hawsers, including, but not limited to, the number, 
size, stowage, use, maintenance, manning, testing, and inspection. 

“(5) Bilge systems for the removal of liquid from the various parts of the 
vessel, including, but not limited to, design, installation, capacity, composition, 
functioning, manning, testing, and inspection. 

“(b) (1) In prescribing rules and regulations pursuant to this section, the 
Secretary shall give consideration to the age, size, service, route, and other 
factors affecting the operation of the vessels. 

““(2) Unless otherwise prescribed by treaty or other international agreement, 
the rules and regulations prescribed by the Secretary pursuant to this section 
shall be applicable to all foreign vessels carrying passengers from ports of the 
United States. 

“(3) The Secretary may, upon his own motion, or upon the application of any 
interested party, determine that the application to any vessel of the rules and 
regulations prescribed pursuant to this section, or any part thereof, is not 
necessary in the public interest, and he may order such vessel exempt from 
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their application upon such terms and conditions and for such periods of time ag 
he may specify in the order. 

“(c) The owner or operator of any vessel who neglects or refuses to provide 
and equip his vessel with the lifesaving, firefighting, or other equipment, or 
take other measures required by the rules or regulations issued pursuant to this 
section shall be liable to the United States in a penalty of $1,000 for each such 
neglect or refusal for which sum the vessel shall be liable and may be seized 
and proceeded against by way of libel in any district court of the United States 
having jurisdiction of the violation; and any master or person in charge of such 
vessel who so defaults shall be liable to a penalty of $500. 

“(d) Any person who willfully and knowingly manufactures or sells, or offers 
for sale, or has in his possession with intent to sell, any lifesaving, firefighting, or 
other equipment subject to the provisions of title 52 of the Revised Statutes, as 
amended, which is so defective as to be inefficient to accomplish the purpose for 
which it is intended, shall be fined not more than $10,000 and may, in addition 
thereto, in the discretion of the court, be imprisoned for a term not exceeding 
five years.” 

Sec. 2. To the extent that any existing provision of law, or any rule or regula- 
tion prescribed pursuant thereto, is in conflict with any provision of section 4488 
of the Revised Statutes (46 U.S.C. 481), such section as amended by this Act, 
and the rules and regulations hereafter prescribed pursuant thereto, shall prevail, 

Sec. 3. (a) The following Acts or parts of Acts and all amendments thereto 
are hereby repealed : 

(1) Section 4470 of the Revised Statutes (26 U.S.C. 463). 

(2) Section 4471 of the Revised Statutes (46 U.S.C. 464). 

(3) Section 4479 of the Revised Statutes (46 U.S.C. 472). 

(4) Section 4481 of the Revised Statutes (46 U.S.C. 474). 

(5) Section 4482 of the Revised Statutes (46 U.S.C. 475). 

(6) Section 4483 of the Revised Statutes (46 U.S.C. 476). 

(7) Section 4492 of the Revised Statutes (46 U.S.C. 490). 

(8) Section 2(a) of the Act of October 9, 1940 (ch. 777, 54 Stat. 1028: 46 
U.S.C0. 463a). 

(9) Section 11 of the Act of May 28, 1908 (ch. 212, 35 Stat. 428; 46 U.S.C. 396). 

(b) Any references in any other law to any Act, or any part thereof, repealed 
by this Act shall be deemed as a reference to section 4488 of the Revised 
Statutes, as amended (46 U.S.C. 481). 

Sec. 4. Any rights or liabilities existing on the effective date of this Act shall 
not be affected by the amendment of this Act. Any procedures or rules or regu- 
lations in effect on the effective date of this Act shall remain in effect until modi- 
fied or superseded under the authority of this Act. 


[S. 2118, 86th Cong., 1st sess.] 


AN ACT To amend section 4488 of the Revised Statutes, as amended, to authorize the 
Secretary of the Department in which the Coast Guard is operating to prescribe regu- 
lations governing lifesaving equipment, firefighting equipment, muster lists, ground 
tackle, hawsers, and bilge systems aboard vessels, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 4488 of the Revised Statutes, as 
amended (46 U.S.C. 481), is further amended to read as follows: 

“(a) In order to provide against hazard to life and property, the Secretary 
of the Department in which the Coast Guard is operating (hereinafter referred 
to as the ‘Secretary’) shall prescribe such rules and regulations as may be neces- 
sary for vessels subject to inspection and certification by the United States Coast 
Guard with respect to the following matters: 

“(1) Lifesaving equipment, including, but not limited to, the number, type, 
size, capacity, details of construction, methods of operation, stowage, mainte- 
nance, manning, use, testing, and inspecting of such equipment, and drills and 
exercises necessary to assure proper functioning and use of such equipment. 

(2) Firefighting equipment and precautionary measures guarding against fire, 
including, but not limited to, the number, type, size, capacity, details of con- 
struction, methods of operation, stowage, maintenance, manning, use, testing, 
and inspecting of such equipment, and drills and exercises necessary to assure 
proper functioning and use of such equipment. 
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“(3) Muster lists, including, but not limited to, the posting of such lists, and 
prescribing the special duties to be performed by crew members in the event of 
emergency. 

“(4) Ground tackle and hawsers, including, but not limited to, the number, size, 
stowage, use, maintenance, manning, testing, and inspection. 

“(5) Bilge systems for the removal of liquid from the various parts of the 
yessel, including, but not limited to, design, installation, capacity, composition, 
functioning, manning, testing, and inspection. 

“(b) (1) In prescribing rules and regulations pursuant to this section, the 
Secretary Shall give consideration to the age, size, service, route, and other fac- 
tors affecting the operation of the vessels. 

“(2) Unless otherwise prescribed by treaty or other international agreement, 
the rules and regulations prescribed by the Secretary purspant to this section 
shall be applicable to all foreign vessels carrying passengers from ports of the 
United States. 

“(3) The Secretary may, upon his own motion, or upon the application of 
any interested party, determine that the application to any vessel of the rules 
and regulations prescribed pursuant to this section, or any part thereof, is not 
necessary in the public interest, and he may order such vessel exempt from their 
application upon such terms and conditions and for such periods of time as he 
may specify in the order. 

“(c) The owner or operator of any vessel who neglects or refuses to provide 
and equip his vessel with the lifesaving, firefighting, or other equipment, or take 
other measures required by the rules or regulations issued pursuant to this 
section shall be liable to the United States in a penalty of $1,000 for each such 
neglect or refusal for which sum the vessel shall be liable and may be seized and 
proceeded against by way of libel in any district court of the United States 
having jurisdiction of the violation; and any master or person in charge of 
such vessel who so defaults shall be liable to a penalty of $500. 

“(d) Any person who willfully and knowingly manufacturers or sells, or 
offers for sale, or has in his possession with intent to sell, any lifesaving, fire- 
fighting, or other equipment subject to the provisions of title 52 of the Revised 
Statutes, as amended, which is so defective as to be inefficient to accomplish the 
purpose for which it is intended, shall be fined not more than $10,000 and may, 
in addition thereto, in the discretion of the Court, be imprisoned for a term not 
exceeding five years.” 

Sec. 2. To the extent that any existing provision of law, or any rule or regula- 
tion prescribed pursuant thereto, is in conflict with any provision of section 4488 
of the Revised Statutes (46 U.S.C. 481), such section as amended by this Act, 
and the rules and regulations hereafter prescribed pursuant thereto, shall prevail. 

Sec. 3. (a) The following Acts or parts of Acts and all amendments thereto 
are hereby repealed: 

(1) Section 4470 of the Revised Statutes (46 U.S.C. 463). 

(2) Section 4471 of the Revised Statutes (46 U.S.C. 464). 

(3) Section 4479 of the Revised Statutes (46 U.S.C. 472). 

(4) Section 4481 of the Revised Statutes (46 U.S.C. 474). 

(5) Section 4482 of the Revised Statutes (46 U.S.C. 475). 

(6) Section 4483 of the Revised Statutes (46 U.S.C. 476). 

(7) Section 4492 of the Revised Statutes (46 U.S.C. 490). 

(8) Section 2(a) of the Act of October 9, 1940 (ch. 777, 54 Stat. 1028; 46 
U.S.C. 463a). 

(9) Section 11 of the Act of May 28, 1908 (ch. 212, 35 Stat. 428, 46 U.S.C. 
396). 

(b) Any reference in any other law to any Act, or any part thereof, repealed 
by this Act shall be deemed as a reference to section 4488 of the Revised 
Statutes, as amended (46 U.S.C. 481). 

Sec. 4. Any rights or liabilities existing on the effective date of this Act shall 
not be affected by the enactment of this Act. Any procedures or rules or regula- 
tions in effect on the effective date of this Act shall remain in effect until 
modified or superseded under the authority of this Act. 

Passed the Senate July 29, 1959. 

FELTON M. JOHNSTON, Secretary. 


The CuatrmMan. Our first witness will be Admiral Jewell. 
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STATEMENT OF REAR ADM. H. T. JEWELL, CHIEF, OFFICE OF 
MERCHANT MARINE SAFETY, U.S. COAST GUARD 


Admiral Jewruu. Mr. Chairman, I have submitted a rather lengthy 
statement. : 

The CuatrrMan. We will include your statement in the record and 
you may summarize it. 

(The prepared statement of Admiral Jewell follows :) 


STATEMENT OF REAR ApM. H. T. JEWELL, U.S. Coast GUARD 


I am Rear Adm. H. T. Jewell, Chief, Office of Merchant Marine Safety, U.S, 
Coast Guard. 

The legislative changes contained in S. 2118 were requested by the Secretary 
of the Treasury in his letters to the President of the Senate and the Speaker of 
the House on May 22, 1959. 

I would first like to discuss briefly the history of R.S. 4488 and to explain 
how the act as amended has become not only obsolete, but in fact prevents the 
Coast Guard from utilizing the latest technological advancements made in 
the field of maritime safety. 

As originally enacted, R.S. 4488 was an enabling act which gave the Board of 
Supervising Inspectors within the Treasury Department authority to write 
regulations for lifesaving and pumping equipment for ocean or lake, bay, or 
sound steamers. No details were written into the original act. This act was 
amended in 1905 by adding provisions for penalties for the manufacture and 
sale of inferior lifesaving or fire prevention products, and for failure to comply 
with thé regulations. Thus, until it was further amended in 1915, R.S. 4488 
Was substantially the same as the presently proposed amendment. 

An International Conference for Safety of Life at Sea was held in 1914, 
However, due to the hostilities of World War I, it was not ratified. As the 
provisions of this convention represented the best thinking on martime safety 
of the time, the United States adopted some portions of the 1914 convention in 
1915 by means of an amendment incorporating the detailed regulations found 
today in R.S. 4488. At the same time, comparable requirements were also made 
in the act to cover domestic vessels other than those in river service. River 
vessels were sti]l not covered by law with the same detail as other vessels, and 
requirements for these vessels were left to the regulations of the board of 
supervising inspectors. 

When the 1929 conference was held, there were numerous changes in detail 
from the 1914 convention. These changes included additions to required life 
boat equipment increase in required buoyancy of lifejackets and ring buoys, 
increased number of ring buoys required for the vessel, etc. In keeping with 
the action taken after the 1914 convention, R.S. 4488 should as a practical 
matter have been amended again to reflect the latest changes. However, no 
amendment was made and the applicable changes in the regulations of the board 
of supervising inspectors were made on the basis of the enabling part of the 
act so that at this time, the regulations of the board of supervising inspectors 
were not in consonance with R.S. 4488, but actually were more stringent than 
the regulations found in the statute. 

This condition was further aggravated by the ratification of the 1948 con- 
vention which strayed still farther from the detailed regulations of R.S. 4488. 
As an example, R.S. 4488 sets forth specifications for lifeboats with external 
buoyancy and collapsible sides, whereas the 1948 convention does not permit 
such equipment, requiring all lifeboats to have internal buoyancy and fixed 
sides. As another example, R.S. 4488 requires an oceangoing cargo vessel to 
have 100 percent lifeboatage, whereas the 1948 convention calls for 200 percent 
lifeboatage. As was the case when the 1929 convention was ratified, no attempt 
was made to amend the detailed regulations of R.S. 4488, and the Coast Guard 
regulations were modified to agree with the 1948 convention under the authority 
of the enabling part of the act. Accordingly, it is felt that the only portions of 
R.S. 4488 that are actually used or needed at this time are the enabling portion 
and that portion relating to penalties. 

We are now in the midst of preparations for a new international conference 
which is to be held in 1960. From past experience, it appears certain that the 
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international safety standards will again be raised. This will have the effect 
of increasing still farther the gap between R.S. 4488 and what will then be 
eurrent practice. 

In addition to the probable raising of standards, it should be noted that one 
of the things responsible for the initiation of the 1960 convention was the de- 
sire on the part of the United Kingdom and other countries to remove the re- 
striction against inflatable lifesaving equipment contained in the 1948 con- 
vention so as to permit the use of inflatable rafts in lieu of, or in addition to, the 
lifeboats and liferafts required by the present convention. Present indications 
are that it is practically certain that the use of inflatable life rafts will be per- 
mitted or required by the 1960 convention, and the United States would at that 
time be obliged to amend R.S. 4488, inasmuch as the detailed regulations con- 
tained in the statute preclude the use of such equipment. 

Independent of any action taken at the 1960 conference with regard to the 
use of inflatable liferafts on vessels on international voyages, it is the con- 
sidered opinion of the Coast Guard and many industry groups that it is highly 
desirable that equipment of this type be permitted as soon as possible in certain 
domestic service not subject to the 1948 convention. 

In 1915, when the detailed regulations were added to R.S. 4488, suitable 
inflatable equipment was not in existence. However, since that time, and par- 
ticularly in the last 20 years, a great deal of research and development work has 
been done so that we now have durable and dependable inflatable equipment. 
Equipment of this type was successfully and extensively used by the Armed 
Forces during World War II, and the experience gained from this use has 
resulted in still further improvements. In the past 2 years we have made a 
careful study of their design and capabilities, and following the last annual 
public hearing of the Merchant Marine Council, detailed specifications covering 
construction, design, and equipment of inflatable liferafts, were published in 
the Federal Register on July 9, 1959. 

It is believed that properly designed inflatable liferafts offer more protection 
than the presently required lifeboats for some services. However, until such 
time as the detailed regulations of R.S. 4488 are repealed, the Coast Guard 
eannot permit use of inflatable equipment on inspected vessels other than the 
small passenger vessels covered by Public Law 519 (46 U.S.C. 390). 

Accordingly, inasmuch as the detailed regulations of R.S. 4488 are in many 
respects below present standards, and further, as has been indicated, the inflexi- 
bility of detailed regulations in the law prohibit the utilization of modern 
developments, I urge the committee to amend R.S. 4488 by repealing the detailed 
regulations as is proposed in H.R. 7581. 

In addition to the foregoing, you will note that the proposed amendment to 
R.S. 4488 includes the revocation of certain other acts. This is considered to be 
essential as many of the provisions of these acts are archaic and all will be 
unnecessary if the proposed amendment to R.S. 4488 is adopted. An indication 
of the scope of these acts and the reasons for their proposed revocation are as 
follows: 


1, Act of October 9, 1940, section 2(a) (54 Stat. 1028), 46 U.S.C. 463a 


This statute is in effect an act enabling the promulgation of regulations 
by the Board of Supervising Inspectors (now the Coast Guard) governing 
fire prevention and fire protection. Inasmuch as R.S. 4488 presently con- 
tains some fire protection requirements, combining the two statutes will 
eliminate the need for the act of October 9, 1940. 


2. R.S. 4470 (46 U.S.C. 463 

This act applies to “steamers” and relates to requirements for steam 
smothering systems for cargo holds, the securing of cookstoves, and the 
insulating of chimneys and stovepipes to prevent fires in the woodwork. 
This act is restrictive in its application and is archaic. Coast Guard regu- 
lations governing fire prevention and extinguishing are now promulgated 
under the broad authority of the act of October 9, 1940, and would continue 
to be promulgated under the proposed amendment to R.S. 4488. 


8. R.S. 4471 (46 U.S.C. 464) 

This statute relates to fire pumps on “steamers” carrying 50 or more 
passengers and on “steamers” carrying passengers which also carry cotton, 
hay or hemp. It further requires sprinklers on vessels of wooden construc- 
tion. This statute is restrictive in its application, is archaic, and its re- 
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quirements are considerably below present standards. The act is unneces. 
sary, and Coast Guard regulations governing fire prevention and extinguish- 
ing are now promulgated under the broad authority of the act of October 9, 
1940, and would continue to be promulgated under the proposed amendment 
to R.S. 4488. 


§. RS. 4479 (46 U.S.C. 472) 


This statute relates to “steamers” and authorizes the promulgation of 
regulations relating to the carriage of portable fire extinguishers. The act 
is restrictive in its application and is unnecessary, as Coast Guard regula- 
tions governing fire prevention and extinguishing are now promulgated 
under the broad authority of the act of October 9, 1940, and would continue 
to be promulgated under the proposed amendment to R.S. 4488. 


5. R.S. 4481 (46 U.S.C. 474) 


This statute relates to lifesaving equipment for certain river steam ves- 
sels. It requires, among other things, that each passenger steam vessel 
should have at least one metallic lifeboat. The statute, as presently writ- 
ten, precludes the use of plastic or composition lifeboats. This act is re 
strictive, archaic, and generally below present standards. This act is un- 
necessary, as all regulations for lifesaving equipment could be promulgated 
under the authority of the proposed amendment to R.S. 4488. 

6. R.S. 4482 (46 U.S.C. 475) 

This statute relates to the carriage of life preservers for cabin passengers, 
and floats for deck and other class passengers and for crew on board river 
steamers. This statute is restrictive in its application and is below the 
standards of the present Coast Guard regulations. All necessary regula- 
tions pertaining to lifesaving equipment could be promulgated under the pro- 
posed amendment to R.S. 4488. 


7 RS. 4483 (46 U.S.C. 476) 

This statute pertains to steam passenger vessels and relates to the promul- 
gation of regulations requiring fire buckets, axes, and water barrels. This 
statute is restrictive in its application and is archaic. The act is unneces- 
sary, as Coast Guard regulations governing fire prevention and extinguish- 
ing are now promulgated under the broad authority of the act of October 
9, 1940, and would continue to be promulgated under the proposed amend- 
ment to R.S, 4488. 


8. R.S. 4492 (46 U.S.C. 490) 

This statute relates to the carriage of fire buckets, axes, water barrels, 
life preservers, and yawls on board barges carrying passengers while in tow 
of any steamer. The statute is restrictive in its application, is archaic, 
and precludes the prescription of more modern equipment. Its standards are 
below those prescribed by the Coast Guard in regulations governing life 
saving and firefighting equipment aboard vessels in general. The proposed 
amendment to R.S. 4488 would provide all authority necessary for the 
promulgation of regulations pertaining to fire prevention and lifesaving 
equipment. 

9. Act of May 28, 1908, section 11 (85 Stat. 428, 46 U.S.C. 396) 

This statute requires seagoing barges to carry certain appliances (life 
boats, anchors, chain, and life preservers), of a kind approved by the Coast 
Guard. This statute is restrictive in its application and precludes the pre 
scription of more modern equipment. Suitable regulations for such vessels 


could be promulgated under the authority of the proposed amendment to 
R.S. 4488. 


In closing, I again urge the adoption of the proposed amendment to R.S. 4488 
to minimize the inconsistencies of application and scope of the various safety 
statutes, international conventions and regulations, and to permit the acceptance 
of new products and methods which are being developed, tested, and proved 
to be an improvement over present day safety standards. 


Admiral Jeweiu. This bill would repeal a number of archaic laws 
relating to safety equipment aboard vessels. It would reinstate R.S. 
4488 as a basic enabling statute authorizing the Secretary of the 
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Department in which the Coast Guard is operating to prescribe 
rules and regulations covering lifesaving equipment, firefighting 
equipment, ground tackle, drill system, and musters and drills. Pres- 
ently R.S. 4488 contains restrictive regulations that are very much out 
of date and which, among other things, prohibit the use of inflatable 
liferafts. Inflatable liferafts have been developed in this and in 
other countries to a degree 

The Cuarman. The intent of the bill is to get rid of some obsolete 
safety requirements ? 

Admiral JEwEtu. Yes, sir. 

The Cuatrman. Does it impose any additional hardships on what 
we might call small vessels? 

Admiral Jewe.u. Just the reverse, sir. It would make available to 
them the use of inflatable lifesaving equipment which is presently 
prohibited in R.S. 4488. 

The Cuarrman. This equipment has now been approved ? 

Admiral Jewrtu. It has been approved and the specifications were 
published on the 9th of July, sir. 

The Cuarrman. This will make you ready to go to the Safety of 
Life at Sea Conference ? 

Admiral Jewry. It will certainly help, sir. We feel that we 
should advocate a change in the present Convention for Safety at 
Sea to remove the present prohibition in it against inflatable 
equipment. 

The CratrMan. Mr. Miller. 

Mr. Mitter. You mentioned the one on inflatable liferafts. Could 
you tell us some other, briefly ? 

Admiral Jewr.u. This is the urgent one, Mr. Miller. There are 
a number of other changes, but actually it would result in very little 
change except to put the enabling authority in one place rather than 
in a number of places. It would leave out the restrictive regulations 
that now appear in the statute. Those restrictive ones are covered in 
detail on pages 6, 7, 8, and 9 of my statement, sir. 

The Cuatrman. This is an executive communication that has been 
cleared with all departments? 

Admiral Jewetu. Yes, sir. 

The Cuarrman. Passed the Senate? 

Admiral JEweiy. Passed the Senate. 

The CuatrmMan. We will substitute the Senate bill for this bill. 

Are there any further questions? 

Mr. Petuy. I have heard criticism of the Coast Guard in that they 
do not require safety equipment on tugs, due probably to lack of 
space. The crew members complained to me there were no lifeboats 
required or rafts. I think I have communicated with the Coast 
Guard on that. 

This, then, would allow for a type of raft which does not take up 
space and does provide safety for crew members in that case, would 
it not? 

Admiral Jewetx. It would depend on whether or not those tugs 
were subject to inspection. If they are diesel tugs under 300 tons 
operating inland or on the rivers rather than oceangoing, they are not 
subject to inspection now by us, sir. 
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Mr. Petxy. I am thinking in terms of the Pacific Northwest where 
they go up to Alaska and go out into the straits and into really dan- 
gerous waters. These crew members, I think, are entitled to protec- 
tion. This might be a means of affording them that protection where 
they cannot get it now. 

Admiral Jeweiu. Sir, this amendment would not make those tugs 
subject to inspection if they are presently under 300 tons. I think you 
will find most of them are. 

Mr. Petry. Does not the Coast Guard have any control over the 
safety on the smaller tugs ? 

Admiral Jewry. No, sir. 

Mr. Petry. I think they should. 

Mr. Mitier. Admiral, I see where they use the word “steamers” 
a good deal and speak of the steam smothering system for cargo 
holds. I presume now CO, is much more effective or some of these 
other things. Is that right? 

Admiral Jews. That is right. We have found steam is of rela- 
tively little use. 

Mr. Mitier. Under the present law you have to comply with this 
law, and now you could go in and apply more modern techniques? 

Admiral Jewrtu. Right, sir. 

The CuHarrman. Are there any further witnesses on this bill? 
Thank you very much, Admiral. 

We will now take up H.R. 6067. 

(H.R. 6067 follows :) 


(H.R. 6067, 86th Cong., 1st sess.] 


A BILL To amend section 4544 of the Revised Statutes of the United States to provide 
that, if the money and effects of a deceased seaman paid or delivered to a district court 
do not exceed in value the sum of $2,500, such court may pay and deliver such money 
and effects to certain persons other than the legal personal representative of the 
deceased seaman 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 4544 of the Revised Statutes of 
the United States (46 U.S.C. 627) is amended by striking out “$300” both places 
where it appears therein, and by inserting in each such place the following: 
“$2,500”. 


The CuatrmAn. We will hear from Mr. Shelley. 


STATEMENT OF HON. JOHN F. SHELLEY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Setter. Mr. Chairman, this bill changes a figure from $300 
to $2,500. In 1911 the law was enacted saying that the money and 
effects of a deceased seaman paid or delivered to a district. court which 
do not exceed in value the sum of $300, that such court may pay and 
deliver such money or effects to certain persons, which meant the 
assigned beneficiary or legal representative of the deceased seaman. 

From 1911 when a seaman was getting about $25 or $30 a month to 
today when he is getting about $360 a month, plus overtime, plus 
penalty time, the gross wages of a voyage have changed considerably. 

Seamen die at sea and anything over $300 is held by the court and 
requires a long probate and a long system of distribution and 
verification. 
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At the request of the Seamen’s Union, I put this bill in because of 
some hardship cases, particularly Mr. Daggert here of the Engineers 
has pointed out several to me in the last few years that have occurred 
with members of their organization. 

Some unions suggested $3,500. I arrived at the figure of $2,500. 
I want to say frankly to the chairman and to the members of the com- 
mittee that what the amount is is of no particular import, in my mind, 
as long as it is $1,500 or $2,000. 

I put $2,500 in because I find out some of these seamen after about 
5 or 6 months’ voyage are paying off after their deductions for draws 
and what they have drawn from slop chests and for cigarettes and odds 
and ends of clothing, they usually pay out with $3,000 or $3,500. This 
would change it and bring it more in line with today’s economic 
situation. 

I understand there are reports in the hands of the chairman from 
the Department of the Treasury and from the Bureau of the Budget 
and from the Department of Justice and Department of Commerce 
which are favorable, saying they have no opopsition and no adverse 
report. 

The CuatrmMan. You think this amount is fair and equitable to be 
put in? 

Mr. Suetiey. Yes; purely from my own observation. 

The CHatrmMan. All this money belongs to the man and he has a right 
to designate where it should go. 

Mr. SHELLEY. It is his money. 

Mr. Mitxer. It works a hardship on his family. 

Mr. Suettey. That is the point. 

The Cuarrman. Are there any other witnesses ¢ 


STATEMENT OF WILL ELLIS, ASSISTANT DIRECTOR OF THE ADMIN- 
ISTRATIVE OFFICE OF THE U.S. COURTS; ACCOMPANIED BY 
GILBERT LUDWIG, CLERK OF THE DISTRICT COURT AT PHILA- 
DELPHIA 


Mr. Exuis. Mr. Chairman, I am Will Ellis of the United States 
Courts, Assistant Director of the Administative Office of the United 
States Courts. 

The Cuatrman. We are glad to have you before the committee. 

Mr. Exxits. I have with me Mr. Gilbert Ludwig, the clerk of our dis- 
trict court at Philadelphia, where a number of these cases are handled. 

It has not been possible to give a final report of the judicial confer- 
ence on this bill because the conference has not met since the bill came 
to our attention, in fact, since it was introduced. Neither have any 
of the departments concerned gotten together with us to find out what 
would be the view of the judicial conference with respect to this duty, 
which, as a practical matter, is now imposed upon the clerks of court. 
But there are a few questions or problems we think you gentlemen 
should consider as a matter of policy because the courts have only the 
duty of carrying out policy which you, the Congress, adopt. 

You understand what is involved is the estate of a deceased seaman, 
normally one who dies aboard, who dies while the ship is away. 

The law as originally enacted way back in 1872—that certainly calls 
now for reconsideration and modernization— the law tells the master 
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to take the effects that may be found, such as the clothing and money 
that may be found on the person, make a sale of the effects at the mast, 
and then turn in the entire amount to the shipping commissioner at 
the U.S. port where the ship next calls, which may be some time 
later and may often be the other side of the country or the other side 
of the world from where the seaman lives, where he came from. 

The shipping commissioner turns these funds and the effects over 
to the clerk of the district court. In some cases the Shipping Commis- 
sioners are willing to keep the effects, which include old clothing, for 
example, all sorts of things that may be in the cabin. The district 
court is then under the duty of paying it out. That is what this bill 
concerns. It is obviously true that the $300 limit as to how much 
can be paid out without administration is obsolete. It is obviously 
true we have a great deal of paper work and red tape which we ought 
to try to do something to avoid. I certainly commend, if I may, the 
effort and introduction of the bill by Congressman Shelley to try to 
do something about this. You see the sort of forms here that must be 
filled out. 

Bear in mind that this is the practical problem. The seaman may 
sign on at Boston for a trip to the Orient, stopping at New Orleans, 

<n route the seaman dies. The papers are all turned in at New 
Orleans. The problem is: How is the clerk or how is the court at New 
Orleans to figure out what practical disposition to make of the $200 
or $800 that is due a seaman whose family, if there be one, is up in New 
England? 

What happens is this. The seaman, when he signs on, indicates the 
name of the person, not as I understand it, his beneficiary—that would 
be simple if they did that—but he names merely the person to be noti- 
fied. ‘The shipping commissioner sends the notice to that person, off 
at the other end of the country. We send the forms to that person. 
If it is a normal simple case of a seaman with a wife and children— 
and as long as nobody else claims to be the wife and children—there 
is not much problem except the paper work and the redtape they go 
through, as well as the court. 

The cases may get complicated where there is no wife, there may be 
collateral relatives, and the judge and the clerk in New Orleans have 
no real way of knowing whether the person claiming is the true heir 
and the only heir. In fact, the present law even gives the court no 
guide as to what law to apply. There is some discrepancy on that. 
Some of the courts feel they should apply the local law where the 
money is in New Orleans on the basis that that is the situs of the 
funds. Other courts feel they should apply the law of the State 
where the seaman was domiciled. You have the problem of where 
was hedomiciled? That isa practical difficulty. 

I am suggesting there are problems here that ought to be considered 
and that perhaps this is not the only solution. 

Mr. Ray. May I ask a question ? 

The Cuarrman. Mr. Ray. 

Mr. Ray. These problems are the same under the present limitation 
on amount as they would be if the bill were enacted ? 

Mr. Exxis. Most of them would still be there. That is my point. 

Mr. Ray. This discussion really does not bear upon the merits of 
the bill as far as it has gone; is that right? 
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Mr. Exxis. Only to prove we think the bill should go further. I 
think there is a serious question that the bill should go considerably 
further and really solve the problem and not merely leave it up to the 
clerk in New Orleans to take the risk that he is paying out $2,200 to 
somebody in Maine who may or may not be the heir, who says he is 
the heir but may not be. 

Mr. Ray. Would you not prefer to submit your ideas in a plan for 
new legislation between now and the next Congress rather than com- 

licate this particular bill ? 

Mr. Exits. That is what I would like to do, to suggest that while I 
cannot say this is good or bad, the judicial conference has not con- 
sidered this exact bill, but the conference did consider this problem 5 
or 6 years ago and legislation was introduced for a very comprehensive 
plan. , 

I am not sure now that is the best one, but it was considered by a 
committee of seven judges who came out with a very comprehensive 
report and legislation was considered but it never got adopted. 

Frankly, my proposition is that we think it would be well to give the 
departments and the judicial conference a chance to see whether a far 
more definitive program could not be adopted. 

Mr. Ray. Do you have any objection to the change in the amount 
from $300 to $2,500 ? 

Mr. Exxis. I cannot say that I am in position to raise an objection. 
I do think I should raise to you gentlemen the policy question: If you 
feel the Government is safely protected in permitting the courts in 
New Orleans, for example, on the basis of an ex parte statement of a 
person that they do not know, permit them to pay out $2,500, which 
amount may have to be paid out twice if the court is wrong: 

Mr. Ray. Is the problem different with $2,500 than with $300? 

Mr. Exxts. It is a problem of degree, which is why almost all States 
permit payment to the heirs of small amounts. Most State laws 
are around $1,000. I would not object at all. The two judges I dis- 
cussed this with would not object at all to $1,000 instead of $2,500. 
It may be that $2,500 is all right if you all understand it is putting 
on the clerk the responsibility of making a payment that really, as 
a practical matter, there is no way to be absolutely sure is right. You 
may have a certain risk of wrong payments. If that is understood 
and felt to be wise, the courts are ready to carry out whatever law the 
Congress enacts. 

Mr. ZeELENKO. Mr. Chairman. 

The Coatrman. Mr. Zelenko. 

Mr. ZELENKO. It occurs to me the argument of Congressman Shelley 
is valid. It is just as valid now as it was in 1911 when it was enacted. 
In regard to the $300, $2,500 is just as valid. 

It occurs to me also that we should go very slowly in changing this 
law because I can foresee that if you change the general policy, you 
get into more of a morass of legal technicalities than exist now. You 
say that most of the time the seaman designates the person to be 
notified as his family and, therefore, they get the money directly ? 

Mr. Etuis. Excuse me. I do not believe so. The designee is not 
the person who gets the money unless it is developed by all this red- 
tape that that person is the heir. If you would make the law that 
way, swell; if you fix it so where he designates the name on the article 
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where he signs on, name of beneficiary to be notified and to receive 
your wages and effects in case of death, fine. 

I call to your attention that is the law now on Government em- 
ployees and on retirement funds and several other things. In faet 
that law was developed by a former Member of this House, the Hon. 
orable Lindsay Warren, former Comptroller General. That is § 
United States Code 61(f). If I die tomorrow and I have some wages 
due, the same as a seaman, the money goes to the beneficiary named 
in the papers I filed. If we had such a law here, grand, that saves 
all the redtape. 

Mr. ZeLeEnKo. How has the law worked out generally? Has it 
worked out substantially well the way it is written, regardless of the 
amount ? 

Mr. Exits. I do not think so, not now, because it makes too much 
redtape. We pay it out, but it takes a lot of redtape and paperwork, 
It would be better, though, under this bill because it would save the 
expense of administration to the estate. 

The practical facts are that out of 29 consecutive cases in San 
Francisco the amounts are these. Only three were over $1,000, 
Twenty-three of them were under $1,000. It works out now but a lot 
of redtape is required of the clerk and a lot of time is taken up by the 
judges, which is not really of service to the seamen, their estates, or the 
Government. We would like to see some redtape eliminated. 

Mr. ZeLeNKo. I compliment you on the choice of your associate, Mr, 
Ludwig. I am a member of the bar of his court, and he runs the 
clerical side of his court in a wonderful way, which is of great assist- 
ance to the court and to the bar there. 

Mr. Exits. I am delighted to hear that. 

The Cuairman. This problem which Mr. Ellis has brought before 
the committee is most interesting. This is something this committee 
should consider. The fact of the matter is we should have a hearing 
on the proposals you make. I doubt whether we would have oppor- 
tunity in this bill to include just what you desire. 

May I ask you in your position which you hold if you would work 
out the proper language that should be before the committee to amend 
the existing law so that we might have it at the next session of Con- 
gress. Then we will be able to give it the time it should receive. 

In this case you would not mind as a temporary measure passing 
out this bill as it is, with the understanding that we will go further 
into the matter? Would that be satisfactory ? 

Mr. Exuis. That is very fine, a very accurate statement. I fully 
accept it. 

The Cuarrman. I will depend on you to have here for introduction 
on January 1 the proper language as an amendment to the existing law 
to cure these troubles you are speaking about. 

Mr. Exuis. Thank you. 

The Cuatrman. Are there any other witnesses on this bill? Thank 
you very much, Mr. Ellis. I am personally glad to have had you over 
and I am sure the committee remembers you well. 

Mr. Exuts. Thank you, sir. 

(Whereupon, the committee adjourned.) 
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